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PREFACE
=

Accounting Trends & Techniques—1987, Forty-first Edition, is a compilation of data obtained by a
survey of 600 annual reports to stockholders undertaken for the purpose of analyzing the accounting
information disclosed in such reports. The annual reports surveyed were those of selected industrial
and merchandising companies for fiscal periods ending between February 22, 1986 and February 1,
1987.

Significant accounting trends, as revealed by a comparison of current survey findings with those of
prior years, are highlighted in numerous comparative tabulations throughout this publication. These
tables show trends in such diverse accounting matters as financial statement format and terminology
and the accounting treatment of transactions and events reflected in the financial statements.

Accounting techniques are illustrated by excerpts from the annual reports of the survey companies and
the annual reports of companies not included in the survey which presented items of particular
interest or of an unusual nature. References (in the form of a listing of company identification
numbers—see the following paragraph) to additional illustrations of an accounting technique may be
requested from the American Institute of Certified Public Accountants either by writing or by calling
Richard Rikert—(212) 575-6394.

Each of the 600 survey companies included in this edition has been assigned an identification number
which is used for reference throughout the text in the discussion of pertinent information. 550 of the
companies were listed in the fortieth (1986) edition and each retained the number assigned in that
edition. The other 50 companies in the 1986 edition have been eliminated. Most of the eliminated
companies were eliminated because of a business combination with another company. The identifi-
cation numbers of the eliminated companies have not been reused. Numbers 601 through 650 have
been assigned to the replacement companies. The 600 companies in the current edition are listed in
the Appendix of 600 Companies both alphabetically and by their identification number.

The American Institute of Certified Public Accountants has established the National Automated
Accounting Research System (NAARS) as an additional means of information retrieval. NAARS
includes a computerized data bank consisting of the full text of several thousand company annual
reports to stockholders supplemented by a literature file of authoritative pronouncements. Information
may be retrieved through individual computer terminal subscription or by requesting Institute person-
nel to perform searches on an AICPA terminal. For further information concerning NAARS, contact
Hal Clark, American Institute of Certified Public Accountants, 1211 Avenue of the Americas, New
York, NY 10036. Telephone (212) 575-6393.

Special acknowledgement is due to Matthew Calderisi, CPA; J. Richard Chaplin, CPA; Gregory
Frydman, CPA; William A. Godla, CPA; Toni Monier, CPA; Joseph M. Nestor, CPA; John G. Pate, Jr.,
CPA; and Anthony Tarallo, CPA for their assistance in the analysis of the financial reports and
preparation of the manuscript.

John Graves, Director, Technical Information Division
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

Trends (212) 575-6394 AICPA Technical Hotline
NAARS (212) 575-6393 (800) 223-4158 (Except New York)
Order Department (800) 522-5430 (New York Only)

(800) 334-6961 (Except New York)
(800) 248-0445 (New York Only)
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TABLE 1-1: INDUSTRY CLASSIFICATIONS

1986
Foods:
Meat products ............ 8
Dairy Products ............ 3
Canning, efc. ............. 4
Packaged and bulk ....... 17
Baking ..........c.ee...l. 3
Sugar, confections, etc... 4
Beverages ................... 6
Tobacco products ............ 5
Textiles .....cevvenennnn.ns, 25
Paper products............... 22
Printing, publishing.......... 20
Chemicals .................... 25
Drugs, cosmetics, etc. ..... 30
Petroleum ................... 28
Rubber products, efc. ...... n
Shoes—manufacturing,
merchandising, efc. ..... 7
Building:
Cement .....c.c.ceneeeene. 4
Roofing, wallboard ....... 10
Heating, plumbing ........ 3
Other ....ccovvvnvinennnnen. 19
Steel and lron................. 17
Metal—nonferrous ......... 16
Metal fabricating ............ 19
Machinery, equipment and
supplies.......coceuennenn 36
Electrical equipment,
appliances.................. 19
Electrical, electronic equip-
ment ....ooovueneinannnn., 31
Business equipment and
supplies...........oeeeeenn. 20
Containers—metal, glass,
ett. i 8
Autos and trucks (including
parts, accessories) ....... 27
Aircraft and equipment,
AErOSPACE ....covvenvnrnnns 12
Railway equipment, ship-
building, etc............... 6
Controls, instruments, medi-
cal equipment, watches
and clocks, etc. .......... 18
Merchandising:
Department stores......... 4
Mail order stores, variety
stores..........ocuenenen 2
Grocery stores ............ 16
Other .....ccevvnninennnn... 6
Motion pictures, broadcast-
(111 ISR 5
Widely diversified, or not
otherwise classified ...... 84

Total Companies..........coveurene 600

1985

—
nobpboobdpdN

1
25
10

18

600

1984

19
30

17

22

13

19
29

18

22

90
600

Section 1: General

THIS SECTION OF THE SURVEY is concerned with gen-
eral information about the 600 companies selected for the
survey and with certain accounting information usually dis-
closed in notes accompanying the basic financial statements.

COMPANIES SELECTED FOR SURVEY

All 600 companies included in the survey are registered
with the Securities and Exchange Commission and are re-
ported in either Moody’s Industrial Manual or Moody’s OTC
Industrial Manual. Many of the survey companies have secu-
rities traded on one of the major stock exchanges—80% on
the New York and 8% on the American. Table 1-1 presents
an industry classification of the 600 survey companies; Table
1-2 indicates the relative size of the survey companies as
measured by dollar value of revenue.

TABLE 1-2: REVENUE OF SURVEY COMPANIES

1986 1985 1984 1983

Less than $100,000,000... 49 54 63 69
Between $100,000,000 and

$500,000,000............ 109 121 19 116
Between $500,000,000 and

$1,000,000,000 ......... 122 88 88 98
Between $1,000,000,000

and $2,000,000,000 .... 113 117 17 104
More than $2,000,000,000 207 220 213 213

Total Companies......cc.curernene 600 600 600 600




2 Section 1: General

INFORMATION REQUIRED BY
RULE 14¢-3 TO BE INCLUDED IN
ANNUAL REPORTS TO STOCKHOLDERS

Rule 14¢-3 of the Securities Exchange Act of 1934 states
that annual reports furnished to stockholders in connection
with the annual meeting of stockholders should include au-
dited financial statements—balance sheets as of the 2 most
recent fiscal years, and statements of income and changes in
financial position for each of the 3 most recent fiscal years. -
Rule 14c-3 also states the following information, as specified
in Regulation S-K, should be included in the annual report to
stockholders:

1. Selected quarterly financial data.

2. Disagreements with accountants on accounting and
financial disclosure.

Summary of selected financial data for last 5 years.
Description of business activities.

Segment information.

Listing of company directors and executive officers.

No o ko

Market price of Company’s common stock for each
quarterly period within the two most recent fiscal
years.

8. Management’s discussion and analysis of financial
condition and results of operations.

Examples of items 1, 3, and 8 follow. Examples of segment
information disclosures are presented on pages 19-33.

Quarterly Financial Data

CULBRO CORPORATION

Note 10-Quarterly Results of Operations (unaudited)
Summarized quarterly financial data are presented below.

1986 Quarter st 2nd 3rd 4th Year
Net sales and other revenue ..............coceeevvineninnnnnn.. $253,397 $285,108 $267,060 $225,535 $1,031,100
Gross Profit .......ceveeeiiiniieiiiiiiiricree e eaeaee 36,329 42,700 38,953 35,852 153,834
Unusual item, plant consolidation costs ................eeue... — (5,000) — (1,600) (6,600)
Income from continuing operations..........c..ccccoveeeeruennnn. 3,448 2,466 2,233 2,402 10,549
Gain on sale of smokeless tobacco business, net of income

FOXES . e eeneierinrenenireenrnaiaeeeretereranraerneneannaenes 15,100 — — — 15,100
Net iNCOME ...eeeeeineeiie e ce e eee e eaeaeas 18,548 2,466 2,233 2,402 25,649
Per share data:
Income from continuing operations..........c..coccevvurernennnns 0.81 0.58 0.52 0.56 2.47
Net INCOME ...euiinieiiiiiiiiii et eeees 4.36 0.58 0.52 0.56 6.00
1985 Quarter 1st 2nd 3rd 4th Year
Net sales and other revenue ..........ccccevieieieiiiinininnn. $257,055 $279,474 $261,852 $260,498 $1,058,879
Gross Profit ......ceueenineeiiniiiiiii et ees 36,075 38,383 33,974 35,225 143,657
Income from continuing operations...........c..cocevvnininnins 1,819 1,920 2,041 2,880 8,660
Income from discontinued operation ..........cccoeeeieinennnnt 234 940 744 954 2,872
Net INCOME ...vueeenieii et re e ebeeeenenenes 2,053 2,860 2,785 3,834 11,532
Per share data:
Income from continuing operations............c.ovevvuieninnns 0.43 0.46 0.48 0.68 2.05
Net INCOME ..uivneiii i ee e e e e raenen 0.49 0.68 0.66 0.90 2.73

The unusual item recognized in the second and fourth quar- sumer products segment and consolidating production into

ters of 1986, as presented above, represents the estimated expanded or existing facilities. The 1986 fourth quarter also
costs of closing production facilities in the Corporation’s con- includes a pre-tax benefit of $577 from adoption of the new



Information Required By SEC Regulations 3

pension accounting rules. The 1986 first quarter includes ap-
proximately $2,000 of profits, before federal income taxes,
from the sale of properties by the Connecticut real estate
development subsidiary. Fourth quarter sales and income in
1986 exclude the Metropolitan Distribution operation which
was sold on September 26. The 1985 first quarter includes
pre-tax gains of approximately $1,800 from the sale of ex-
cess processing facilities; the second quarter of 1985 in-
cludes $750 from a contract price adjustment by the Connec-
ticut real estate development subsidiary.

EATON CORPORATION (DEC)

FINANCIAL REVIEW
Quarterly Data

(Unaudited)

1986

Net SAIES ..ot e e et a e e
GrOSS MAMGIN .. .. cuurunenniunrenirerenreteruereeransesesessesnseeeennsensrsernesanns
Net inCOme (I0SS) ... evnieeineniieiiiie i e e ee e ere e e eeeaananas

Per Common Share:
Net income (loss):

PrIMANY oo eeeeeiin et vt e et e ieie e teee e e resereee s e anene s s eenenens
Fully diluted .......cconiieniniiie e e e
Cash dividends paid ............oveuiiniiniiiniiiiiiiiciirir e e

Market price:

HiGh . e et e e aaes

1985

Net SOIES ....oeniniii i et ee e e e e eans
GrOSS MAIGIN.....inenenieruenieierieieieearaineeanrseeaaaneecaensanssansnsnrennnnnens
NEt INCOME .. eeiniiiiieiit et er e ieen et e eaerneancanrneannnes

Per Common Share:
Net income:

L4111 L PP PR PPN
Fully diluted ......cooonieniiiiiiiieir e ea e
Cash dividends paid ...........c.cceviirerierririrriieereeeeeineerieenernans

Market price:

High. oo e e anae

Net loss for the third quarter of 1986 includes a provision
for exiting businesses of $74.7 million, before income tax
credits of $34.1 million.

In the first quarter of 1986, the Company adopted
Statement of Financial Accounting Standards No. 87—
Employers’ Accounting for Pensions (SFAS No. 87). The ef-
fect of the adoption of SFAS No. 87 was to increase income
before income taxes and net income for each of the first three
quarters of 1986 by $4.5 million and $2.4 million, respec-
tively, and to increase fourth quarter income before income
taxes by $5.0 million and net income by $2.8 million.

Quarter Ended
Dec. 31 Sept. 30 June 30 Mar. 31
(in Millions Except for Per Share Amounts)

$1,028.3 $897.6 $1,003.3 $882.4
240.4 206.1 248.9 235.7
46.8 (11.8) 52.5 50.1
1.53 (.38) 1.61 1.52
1.47 (.38) 1.55 1.46
.40 .40 .40 .40
79% 72V 757% 79
672 63 66% 63Y2
$983.6 $869.1 $912.6 $909.2
254.3 223.2 247.7 246.1
55.2 50.2 59.6 65.9
1.67 1.52 1.81 2.00
1.61 1.47 1.74 1.92
.35 .35 .35 .30
647 57% 55% 69%
52% 51Y2 492 50%2
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THE INTERLAKE CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 15-Quarterly Results (Unaudited)

Previously reported amounts have been restated to pre-
sent as discontinued operations the operating resuits of the
Acme Steel Company (which was spun off during the second
quarter of 1986) less costs and expenses associated with the
Company’s reorganization and the subsequent Spin-Off.

Quarterly results of operations for 1986 and 1985 were as
follows:

1986

Net sales of continuing OPerations .............cooceveuviuiieriniinniineanionnes
GroSS Profit ..eenenininininiiiieerieeii e eerseetaenscenrenasinensasarncas
Income from continuing operations..........cccccvveienrinrieniniiiniinienninne,
Income (loss) from discontinued operations ..........c..cccceuviniuienieninnns
Net inCOME .....ouiniiiiiiiiiiiie s ree e e

Earnings (loss) per common share:

Continuing OPerations ........coevevuirenreeinreecnenenensieesereseraoseasnenns
Discontinued Operations .............coveuciuieiiirineineinieiinneneneenn
NEt INCOME ..uuininiieiiitiiiieiiieteieiraenesaeensenrssneessncasesnsonns

1985

Net sales of continuing operations ..............cocevenieiiiiiicciiinencnnnnes
GroSS Profit ...eeeneeiiiiiiiiiier et eiieeeeeeaeereeeenenenrenasansnaas
Income from continuing OPerations..........coevvvveecnerenineernenreenecnenens
Income (loss) from discontinued operations .............ccceevininiinieninins
NEt INCOME .. veiieiiiiiie it ie et ene e e enenenenenrnsnnnoensnenses

Earnings (loss) per common share:

Continuing OPerations ..........c.cceeuvieiiuieniuiiienineiiruiiniineesenianns
Discontinued 0perations .........c.cceevevinenvieneneienenerenenvereenrnennees
Nt INCOME ...ttt iee i reeteeeetrneneeterenseseasnensnsassnnns

Liquidations of LIFO inventory quantities in the first and
fourth quarters of 1986 and the first quarter of 1985 increased
income from continuing operations after taxes by $.7 million,
$1.5 million and $.3 million, respectively.

Income from continuing operations in the fourth quarter of
1986 was reduced by $1.3 million as a result of the retroact-
ive elimination of investment tax credits in the Tax Reform
Act of 1986.

Income from continuing operations in the fourth quarter of
1985 included a gain of $.7 million arising from the disposal of
the die casting business. In addition, a favorable adjustment
to a provision for restructuring certain Handling/Packaging
operations in Europe increased pre-tax income in the fourth
quarter of 1985 by $1.0 million plus $.4 million tax benefit.

Income from continuing operations in the first and second
quarters of 1986 was reduced by $2.3 million and $.7 million,
respectively, as a result of unusual items of expense in con-
nection with Interlake’s stock incentive plans (Note 5).

1st
Quarter

$177.4
44.2
5.4
2.2
7.6

.48
19
.67

$155.7
39.0
6.6

<Y

7.

28RS

2nd
Quarter

(in millions except per-share data)

$187.6

47.6
7.9
(-4)

7.5

3rd
Quarter

$187.9
44.5
6.9
6.9

.61

4th
Quarter

$183.1
50.0
10.5

10.5

N

9

$172.6
41.2
9.4
(1.5)
7.9

.84
(.14)
.70
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LONE STAR INDUSTRIES, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

27. Quarterly Financial Data (Unaudited)

Summarized quarterly financial data for 1986 and 1985 is
as follows (in thousands except per-share data):

1986

Nt SAIES «.onirriii e e reeiereseeeareenereee e enereananans
Gross Profit .......ueereiininreiieriieieireiereerereen e eerrr e era s rranens
Net iNCOME ([0SS) .. .ueuuenireeiieiiiiiiitinieieeteeieerereeeenrareenareencnsasenen

Income (loss) per common share:

PrIMGAIY c.ovnin ettt s e e ee
FUlly Diluted.......o.urneeiieeii e ere et e e e e e e ean s e e raaes

1985

Net SAIES ...euieniniiii e ettt enans
Gross Profit .......vuenieieneniiiiiiieieiieiaeiete e e e e e e e e eie e e eneeaanas
Income (loss) before extraordinary gains..............covveiiiiniiiiininininnn.

Extraordinary gains:

Extinguishments of debt, net of income taxes ............coeeeeiniiiiveninnnnns
Utilization of tax loss carryforward by a joint venture ..............ccoeeeees

NEt NCOME ([0SS) .. eeeeeeeereeeeeeeeeeeeerereseeeeseseraeeeaasaeseessessaasannennanan

Income (loss) per common share:
Primary:

Income (loss) before extraordinary gains.............ccooveuriiieniinnininne.
Extraordinary gains..........ccceovvveiienieeniiiieiniienieeen e

Net iNCOME (H0SS) .. enenrninininineeiiireeiiireeereereenearaenerenensnananenns

Fully diluted:

Income (loss) before extraordinary gains............ccocuveenvenveneenaanennee
EXtraordingry gains........oeeeeuiinreeininreeiienerireeiene et eeiaaetreeanens

Net iNCOME (I0SS) ....euenenieeeiiiiiieiei i ieee e rieeereneeeiereeieneaereeeenennns

(1) Gross profit is after deducting depreciation expense
relating to cost of sales of $44,010,000 and $43,005,000 in
1986 and 1985, respectively.

(2) Earnings per share are computed independently for
each of the quarters presented. Therefore, the sum of the
quarterly earnings per share in 1985 do not equal the total for
the year because of the stock transactions which occurred
during 1985 as described in Note 20.

(3) The effect of convertible preferred stock, convertible
debentures and stock options on the fully-diluted earnings
per share computation for the first quarter of 1986 and the
first and fourth quarters of 1985 were anti-dilutive and, there-
fore, primary and fully-diluted earnings per share are equiva-
lent.

(4) The gain on asset dispositions contributed
$138,645,000 to the fourth quarter pre-tax income for 1986.
The gain on asset dispositions contributed $354,000,
$325,000 and $27,898,000, respectively, to the first, second
and third quarters pre-tax income for 1985.

First

$161,252
$ 18,893
$ (6,342)

$ (0.74)
$ (0.74)

$160,040
$ 17,865
$ (6,939

2,340
354

$ (4,245)

$ (0.96)
0.21

$ (0.75)

$ (0.96)
0.21

$ (0.75)

Quarter

Second

$246,224
$ 54,263
$ 19,079

$245,718
$ 49,825
$ 17,358

504
$ 17,862

$ 098
0.04

1.02

0.95
0.03

0.98

L R 4

Third
$248,915
$ 50,406
$ 16,450
$ 0.8
$ 0.87
$254,964
$ 55,333
$ 35,181

553
$ 35,734
$ 239

0.05
$ 244
$ 2.1

0.03
$ 214

Fourth

$227,024
$ 36,779
$ 88,183

$ 5.81
$ 4.93

$211,041
$ 42,821
$ 8,881

84
$ 8,965

$ 0.32
0.01

$ 033

$ 0.32
0.01

$ 0.33
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THE STANLEY WORKS
SUPPLEMENTAL FINANCIAL INFORMATION (UN-
AUDITED)

Quarterly Results of Operations
(Ali dollar amounts in thousands, except per share figures)

QUARTER YEAR
First Second Third Fourth
1986
Net Sales ..c.vniiiii e $278,276 $357,771 $350,927 $384,296 $1,371,270
Gross Profit .....cveninieiiiiiiii e 97,323 128,079 124,295 137,769 487,466
Selling, general and administrative expenses................. 66,888 84,459 84,633 89,598 325,578
Earnings from continuing operations ............c.ocoveeinennn. 14,816 19,891 20,509 22,637 77,853
Earnings from discontinued operations...............ccveueeee. 1,114 2 (79) (176) 861
Net Barnings.......oeuenieiiniiir it $ 15,930 $ 19,893 $ 20,430 $ 22,461 $ 78714
Earnings Per Share:
Continuing 0perations ...........ccccevvveueeereeneerenennnnns $.36 $.47 $.48 $.53 $1.84
Discontinued operations...........cccveievneeeniienecerneens .02 — — —_ .02
Net @arNINGS ...ovnenveeenieiiniieeniieeieeeneraenereeneneanas $.38 $.47 $.48 $.53 $1.86
1985
Net Sales ..oo.ernieiii e $228,121 $260,863 $246,994 $270,952 $1,006,930
Gross Profit ......coeuiniiiiiiii e 80,861 95,300 90,951 109,793 376,905
Selling, general and administrative expenses................. 56,610 60,902 57,758 65,582 240,852
Earnings from continuing operations ........................... 12,269 17,172 17,661 23,095 70,197
Earnings from discontinued operations...............ccoveuenee 1,766 1,962 1,737 2,624 8,089
Net EOrnings. ...ovueeiiineiiniiiiienir e eene e eeeneaess $ 14,035 $ 19,134 $ 19,398 $ 25,719 $ 78,286
Earnings Per Share:
Continuing operations ...........cceeeuveuvenrennenenernnenns $.31 $.41 $.43 $.55 $1.70
Discontinued Operations.............ccoeeeeveveennenenennnens .04 .05 .04 .07 .20
Net @arNiNgGS ...cuvvneenriniiiiieeneeieerieeeeaeeeeerannas $.35 $.46 $.47 $.62 $1.90

Notes: Previously published quarterly financial data have
been restated for discontinued operations and a pooling of
interests (See Notes B and C to the Consolidated Financial
Statements).

Net earnings for the third quarter 1986 include a gain of
approximately $2,869,000 ($.07 per share) from the sale of
the Farmington, Connecticut distribution center. Net earnings
for the fourth quarter 1986 include a gain of approximately
$1,132,000 ($.03 per share) on the sale of land and a gain of
approximately $299,000 ($.01 per share) from a liquidation of
LIFO inventories. Net earnings for the fourth quarter have
been reduced by $1,353,000, $.03 per share, for the reversal
of Investment Tax Credit that was included in earnings in the
first three quarters of 1986 but repealed by the Tax Reform
Act of 1986. In the four quarters of 1986, pension expense
was reduced and net earnings improved by $.02, $.02, $.02
and $.05, respectively, primarily by the adoption of FASB
Statement No. 87. Net earnings for the fourth quarter 1985
include a gain of approximately $1,966,000 ($.05 per share)
from a reduction in LIFO inventories.
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Selected Information For Five Years

AEL INDUSTRIES, INC.

Selected Financial Data
(Dollars in thousands, except per share data)

Feb. 28,
1986
Sales and service revenues............ocveeeeeeeeeeararaencnee $104,909
Operating profit...........ccoveruieieirinieeieiriiiieecnnn, 6,675
Interest eXpPenSe ... ..ciiiiiiniiiiiaiiiiaiieieieeeteetereacnanns (881)
Interest iNCOME .......ccouviinienienenirereerneirnreeneanans 1,483
Share in net income of unconsolidated subsidiary ............ 1,317
Other income (expense), Net .........ccoevvevenienenneneneannns (222)
8,372
Provision for claim seftlements...........ccceevviiiinvennnnen. (1,783)
6,589
Income tax Provision ..........cceevineeeenreneniinirncenrnenns 1,850
Income from continuing operations before extraordinary
Credit ..ot aes 4,739
Extraordinary credit-benefit of net operating loss carryfor-
WS .. eeiiiitieie e e e e e rneeeneeaeaenenensanennns
Income (loss) from discontinued business, net of income
BOXES. e eueneeeeeee et eteen et eranenreanresnsansneananennes
Net income (10SS) .....ccueuveninreniiiiieniiniiieeeeeeeninnes $ 4,739
Net income (loss) per share ():
Continuing OPeratioNS (c) .....eeevveeerueenrreerseresesssueressarenss $ 1.01
Extraordinary credit-benefit of net operating loss car-
ryforwards .......coonvniniiiii s
Discontinued bUSINESS ........coevvriiieieiinineneneneinnenens
Net income (10SS) ....cueueniiieriiiiieiererieereeeeaeereaens $ 101
Feb. 28,
1986
Working capital ........ccooiniiiiii e $ 33,087
Total ASSets ...ouenininiiiiiiiiii it eneaes e eneraaans 84,025
Long-term debt........cccooeiiiiiiiiiiiiii e 8,758
Redeemable preferred stock................... eerrrraeiaeas
Shareholders’ equity...........coevveiiiiiiiiiiiicereeeennenes 55,501
BACKIOg .. euvnienini i 162,999

Fiscal Year Ended

Feb. 22,
1985

$ 83,779
4,990
410)
2,71
1,983
(113)
917N

917
1,817

7,354

36,240
$ 43,594

$ 151

7.79

$ 930
Feb. 22,
1985

$ 34,197
86,283
6,910

50,539
144,077

Feb. 24,
1984

$64,208

5,723
(900)
1,534
921
275

7,553

7,553
3,158

4,395

2,500

$ 6,895

$ .69
.54

$ 1.23
Feb. 24,

1984

$21,473
53,477
3,573
15,000
8,838
95,277

Feb. 25,
1983

$53,815

3,852
(1,194)
1,075
354
(182)

3,905

3,905
1,668

2,237

(2,754)
$ (517)

$ .23

(.62)
$ (39

Feb. 25,
1983

$ 7,637
47,71
5,002
15,000
1,941
52,995

o Fiscal years 1985, 1984, 1983 and 1982 contain fifty-two weeks while fiscal year 1986 contains fifty-three weeks.

® Per share data have been adjusted for three-for-two stock splits effective July 19, 1985 and July 27, 1984.

Feb. 26,
1982
$45,791
1,145
(1,166)
853
99
(301)
630

630
231

399

(5.121)
$(4,722)

$ (12

(1.17)
$ (1.29)

Feb. 26,
1982
$12,534
41,615
5,376
15,000
3,220
46,158

«© Fiscal years 1985, 1984, 1983 and 1982 include a reduction of $.07, $.26, $.27 and $.21 respectively, for preferred stock dividends.
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MOTOROLA, INC.

Five Year Financial Summary

Operating Results (in millions of dollars)
Net Sales ....oveieiiiiiiiii i
Manufacturing and other costs of sales .......................
Selling, general and administrative expense..................
Depreciation of plant, equipment, and leased equipment....
Net interest expense ....... et teeeeee e teeraeaeetaaaanns
Total costs and other expenses ...........c.coceenininenene.
Earnings before income taxes and extraordinary gain .......
Income taxes (benefit) provided on earnings..................
Cancellation of DISC taxes..........coeuveriniininiiiininceninns
Net earnings before extraordinary gain .......................
Extraordinary gain..........ocoeeveiummeeieeneeeniiinenanans
Net €ariNgs .....oeieeriniiereiiiineeieiir it eeeaeaees
Net earnings excluding DISC tax cancellation.................
Net earnings excluding DISC tax cancellation as a percent of
SAIBS .ot

Per Share Data? (In dollars)

Net eamings ........ccovvevmimininiiiininiiinienenenes
Net earnings excluding DISC tax cancellation.................
Dividends declared ...........cccoviiineiiiiiiiiiiina,
Balance Sheet (In millions of dollars)

TOtal ASSETS v.vvrrniieiieninieaenierairenerosnenenncnereeasnenns
Working capital ........coooieniiiiiiiiiiiiiiiii
Long-term debt..........cccoeniiiiniiiiiiiiiniiie
Total debt ..c.onirniniiii i
Stockholders’ equity .........cccoeviiniiiiiiiiiiiiiii
Other Data

CUrrent ratio .....eeeeene et aes
Return on average invested capital ............c.coveeeiiniani.
Return on average stockholders’ equity .............cocceuees
Yearend employment (approximate) .................ceeienne.
Average shares outstanding (in millions)?.....................

NOTES
1. Excludes cancellation of DISC taxes.

Section 1: General

1986

$5,888
3,647
1,431
459

5,623
265
7
194

$ 194
$ 194

3.3%

A
—
o
S ww

$4,682

334
641
$2,754

1.63
6.1%
7.4%

94,000
126.5

2. Years 1982 and 1983 reflect the 3-for-1 stock split in 1984.

1.3%

$ .61
$ .61
.64

$4,370

1984

$5,534
3,206
1,472
353

5,068
466
n7

(38)
387

$ 387

$ 349

6.3%

vy
L Dhw
o 0N
-~

$4,194
1,001
531
642
$2,278

1.83
14.5%!
16.4%’
99,900

118.5

1983

$4,328
2,593
1,110
289

4,019
309
65
244

$ 244
$ 244

5.6%

©
A
nwoo
@ O o

$3,236

262
270
$1,948

2.07
12.2%
13.5%
88,800

1171

$1,700

2.57
9.1%
11.3%
78,800
109.5
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RUSS TOGS, INC.

Five Year Selected Financial Data
(Dollars in thousands except per share amounts)

For the Year
Net sales .....ooeuvrnieniiniiiiiiiiiiiir e
Earnings from continuing operations ...............ccccevuenens
(Loss) discontinued division (net of income tax benefit):
OPErationS.......cueueieeririieerireeieeeieearrnenrreneneaes
DiSPOSAl ....enneniiiiiei e
NET EARNINGS .......oovinininiiiiiiiiiiei et eeenes
Earnings per common share:
Continuing Operations ..........c.ceeeveeurneneueeneennaennnns
Discontinued division:
OPErations......cceuiuienreneneineiriereeeeeeenenaanenns
DiSPOSAl ..evuvnieinieieii e e ene
TOtal e
Average number of shares used in computing earnings per
common share ..........ccoovevveiiiiiiiiiiinicieens
Dividends per common share..............cooveveninennenenns

At Year End
Working capital ........ccooeniiiiiiiiiiiiieeeeee e
Working capital ratio ..........coeeveneneniiniieiienenicenenines
Property and equipment—aet .........ccoovveniinnincinaanannns
Total SSets ......vvnieiininiiiiriiiiic s
Long-term debt........covueiiiiiniiiiiiea
Stockholders’ equity .......ccvvveeeiiineniiiiiiiieeiercieenes
Shares outstanding:
COMMON ..ttt e e e e e e e e enens
Preferred ........cocveiieineieiiiireeiiieieierer e ereeenens
Equity per common share™ ...........cccovieiiiiiiiinnennennes

*Year ended February 2, 1985 represents fifty-three weeks.

**After liquidation preference of Preferred Stock.

January 31,
1987

$ 274,332
13,819

13,819

2.68

2.68

5,041,000
.76

88,130
3.0t 1
12,945
149,007
1,616
101,690

5,024,000
154,000
19.01

Net sales and earnings have been restated for the fiscal
years ended January 28, 1984 and February 2, 1985 to
exclude the operations of the division terminated in
November, 1985 and to report its results under “Loss discon-

tinued division.”

February 1,
1986

$ 276,815
13,028

(1,120)
(922)
10,986

2.47

(.22)
(.18)
2.07

5,126,000
.76

80,293
2.8t 1
12,720
141,259
1,613
93,535

5,027,000
190,000
17.09

Year Ended

February 2,
1985*

$ 273,524
12,104

(991)

1,113
2.28
(19)
2.09

5,121,000
.76

75,102
2.6t 1
13,663
141,677
2,331
89,753

5,124,000
213,000
15.86

January 28,
1984

$ 250,805
12,231

a7
12,114
2.31
(.02)
2.29

5,121,000
.73%3

69,275
2.8t 1
12,188
125,704
2,690
82,940

5,121,000
215,000
14.52

January 29,
1983

$ 226,108
10,062

10,062

1.89

1.89

5,121,000
.66%4

63,810
3.1t
11,931
112,866
4,975
75,020

5,121,000
215,000
12.97
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Management’s Discussion and Analysis of
Financial Condition and Resuits of Operations

AMERICAN STORES COMPANY

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Results of Operations

The net earnings for the 52 weeks ended January 31, 1987
amounted to $144,528,000, or $3.79 per common share of
stock. Net earnings for the 52 weeks ended February 1, 1986
amounted to $154,470,000, or $4.11 per common share of
stock. Comparable 1984 net earnings were $134,529,000, or
$4.01 per common share of stock. Reported net earnings for
the 53 weeks ended February 2, 1985 amounted to
$185,525,000, or $5.71 per common share of stock, and in-
clude after-tax nonrecurring gains from the disposition of
subsidiary and divisions of $1.70 per common share of stock.

Net earnings for the year ended January 31, 1987 were
negatively impacted by the elimination of the Investment Tax
Credit, which contributed significantly to the increase in the
effective tax rate to 52.8% in 1986 from 50.1% in 1985. The
tax increase resuited in a reduction of earnings per common
share of $.26 for the year. Earnings were also negatively
impacted by the establishment of reserves for certain reor-
ganization expenses of $.15 per common share.

During 1984, the Company acquired Jewel Companies,
Inc. The Company also sold 33 Alpha Beta grocery stores in
Arizona, 22 Alpha Beta grocery stores and support facilities
in Northern California and its Rea and Derick, Inc. subsidiary,
comprised of 134 drug stores. These dispositions resulted in
a 1984 after-tax nonrecurring gain of $50,996,000, or $1.70
per common share of stock.

Sales for 1986 amounted to $14,021,484,000 compared to
$13,889,528,000 in 1985 and $12,118,793,000 in 1984.
Sales include Jewel Companies, Inc. from June 29, 1984.
Sales from like stores, or stores that have been in operation
for two full years, increased less than one percent in 1986
and 1985, compared to six percent in 1984. The Company
operated 1,498 stores in 40 states at January 31, 1987, 1,493
stores in 40 states at February 1, 1986, and 1,487 stores in
40 states at February 2, 1985. Retail square footage at
year-end amounted to 32,016,000 in 1986, 31,822,000 in
1985 and 31,681,000 in 1984.

Gross profits as a percent of sales were 24.55% in 1986,
24.07% in 1985 and 23.80% in 1984. During 1986 and 1985
the Company expanded the inventories accounted for under
the LIFO (last-in, first-out) method to include new general
merchandise categories. At year-end 1986, 83% of the Com-
pany’s inventories were valued under the LIFO method,
compared to 80% in 1985 and 61% in 1984. The pretax LIFO
charge amounted to $13,516,000 in 1986, $15,962,000 in
1985 and $7,150,000 in 1984. The LIFO charge decreased
earnings per common share by $.20 in 1986, $.25 in 1985
and $.13 in 1984.

Operating expenses for 1986, as a percent of sales, were
21.54% compared to 21.03% in 1985 and 20.92% in 1984.
The operating expenses increase, as a percent of sales, is
due primarily to the lower level of increases in sales com-
pared to operating expense increases in such areas as labor,
utilities, property taxes and others.

Operating profit for 1986 was $421,802,000 compared to
operating profits of $422,538,000 in 1985 and $348,588,000
in 1984.

Net other expenses were $115,677,000 in 1986 and in-
cluded interest expense of $114,179,000, interest income of
$1,599,000 and other miscellaneous expense of $3,097,000.
Inciuded in other miscellaneous expense is approximately
$9,800,000 for the establishment of reserves for certain reor-
ganization expenses. The remaining items consist primarily
of miscellaneous gains on sales of assets. Net other ex-
penses in 1985 of $113,077,000 included interest expense of
$128,770,000, interest income of $7,857,000 and other mis-
cellaneous income of $7,836,000. Net other expenses in
1984 of $1,975,000 included interest expense of
$111,738,000, interest income of $16,954,000, other miscel-
laneous income of $12,847,000 and pretax nonrecurring
gains from the sales of subsidiary and divisions of
$79,962,000.

Pretax earnings were relatively flat when comparing
$306,125,000 in 1986 to $309,461,000 in 1985. Comparable
pretax earnings for 1984 were $266,651,000 ($346,613,000
including the previously discussed nonrecurring gains). The
effective income tax rates were 52.8% in 1986, 50.1% in
1985 and 44.6% in 1984. During 1986 the Tax Reform Act of
1986 was enacted into law. The immediate impact of the law
was the elimination of the Investment Tax Credit retroactive
to January 1, 1986. The impact of this elimination is reflected
in the increase in the 1986 effective tax rate. This resulted in
a reduction of earnings of $.26 per common share. The effec-
tive income tax rates were also impacted by the non-
deductibility of certain purchase accounting adjustments re-
sulting from the acquisition of Jewel Companies, Inc. The
1984 income tax rate was also affected by the nonrecurring
capital gains, which were taxed at lower rates.

Liquidity and Working Capital

Working capital increased to $325,948,000 at January 31,
1987 compared to $240,441,000 at February 1, 1986, an
increase of 35.6%. Working capital at February 2, 1985
amounted to $211,394,000. The increase in working capital
at January 31, 1987 compared to February 1, 1986 is due to
increases in operating cash, receivables and inventories (net
of related accounts payable) which offset the increases in
other accrued liabiiities and income taxes payable. Current
ratios were 1.25:1, 1.19:1 and 1.17:1 at January 31, 1987,
February 1, 1986 and February 2, 1985, respectively.

In December 1986, the Company entered into an agree-
ment with a group of commercial banks, which expires in
1993, which provides the Company with a revolving credit
facility of $800,000,000. Concurrently, the company termi-
nated an existing $300,000,000 revolving credit facility used
during the year. The new facility will be used to repurchase
common shares and to provide and support short-term bor-
rowings. The Board of Directors has authorized the repur-
chase of up to 1.5 million common shares. The Company
uses short-term borrowings to finance seasonal inventory in-
creases and to finance new construction prior to placement of
long-term debt. As a supplement to working capital, the
Company has arranged for bank lines of credit in the amount
of $90,000,000. At January 31, 1987 and February 1, 1986,
the Company had short-term borrowings of $194,275,000
and $55,000,000, respectively, which were classified as
long-term debt under these agreements. At year-end 1986,
$695,725,000 was unused under the revolving credit facility
and bank lines of credit.
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The Company believes that the working capital, revolving
credit facility and bank lines of credit are adequate to meet
the presently identifiable working capital requirements.

Average short-term borrowings amounted to $135,490,000
in 1986, $21,109,000 in 1985 and $4,176,000 in 1984. The
maximum short-term borrowings outstanding were
$299,700,000 in 1986, $70,000,000 in 1985 and $65,000,000
in 1984. Short-term borrowing for 1985 and 1984 excluded
acquisition borrowings under the revolving credit facilities,
while 1986 short-term borrowings included outstanding
commercial paper supported by the revolving credit facilities.
Average interest rates charged to the Company on short-
term borrowings were 6.45% in 1986, 8.20% in 1985 and
9.97% in 1984.

Debt to Equity

During 1986, the Company financed its real estate pro-
gram and retired the remaining debt associated with the ac-
quisition of Jewel Companies, Inc. The funds for these trans-
actions were provided through internally generated cash, an
additional $57,000,000 in fixed rate debt to commercial
banks and the use of the revolving credit agreement in the
form of short-term borrowings and commercial paper.

During 1985, the Company retired $150,000,000 of acqui-
sition debt through internally generated funds and refinanced
an additional $75,000,000 of the acquisition debt. The Com-
pany also retired $63,833,000 of debt assumed in the acqui-
sition of Jewel Companies, Inc. Debt incurred in conjunction
with financing new stores and related facilities amounted to
$57,463,000 in 1985.

During 1984, the Company borrowed $750,000,000 under
a short-term agreement with a syndicate of commercial
banks to acquire approximately 71% of the outstanding
common stock of Jewel Companies, Inc. In January 1985,
$300,000,000 of the loan was repaid, $425,000,000 was refi-
nanced under a long-term agreement and $25,000,000 con-
tinued to be borrowed under a short-term facility. In addition,
$125,000,000 of debt was incurred to redeem the Company’s
$5.51 Cumulative Redeemable Preferred Stock.

As a result of the items discussed above, the ratio of long-
term debt and obligations under capital leases to common
shareholders’ equity decreased to 1.22:1 in 1986 from 1.41:1
in 1985 and1.77:1 in 1984.

Capital Expenditures

Capital expenditures for 1986 amounted to $195,221,000
compared to $203,026,000 in 1985 and $308,120,000 in
1984.

The Company expects capital expenditures to be approxi-
mately $400,000,000 in 1987.

Inflation and Changing Prices

The impact of inflation on the Company has lessened in
recent years as the rate of inflation has declined. However,
inflation continues to increase costs to the Company includ-
ing the cost of merchandise, labor, utilities and the cost of
acquiring property, plant and equipment. As operating ex-
penses increase, the Company, to the extent permitted by
competition, recovers these increased costs by increasing
sales prices over time.

The Company uses the LIFO method of accounting for the
majority of its inventories. Under this method, the cost of
merchandise sold reported in the financial statements ap-
proximates current costs and thus reduces the distortion in

reported income due to the impact inflation has on increasing
costs.

The replacement cost of property, plant and equipment is
generally greater than the historical cost shown on the books
of the Company as a result of inflation that has occurred over
the years that the property, plant and equipment has been in
service.

APPLE COMPUTER, INC.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with
the consolidated financial statements and notes thereto. All
information is based on Apple’s fiscal calendar.

Results of Operations
1986 Compared with 1985

This past year was a transition year for Apple.

As 1986 began, many companies, including Apple, were
still experiencing the effects of an industry slowdown. In light
of this, the first item on the Company’s agenda called for
controlling costs and improving margins. At the same time,
Apple was planning its reemergence as a growth company by
significantly increasing investment in new product develop-
ment. In large measure, as suggested in the discussion that
follows, the Company’s efforts in this regard were successful.
In 1986, Apple doubled previous record net income, posting
earnings of $154 million or $2.39 per share, despite no
growth .in revenues.

Net sales in 1986 were $1,902 million, a slight decrease
from $1,918 million in 1985. Bolstered by the introductions of
the Macintosh 512K Enhanced, the Macintosh Plus, and the
LaserWriter Plus during the year, together with momentum
provided by renewed interest from third-party hardware and
software developers, revenues from the sale of Macintosh
family products in 1986 eclipsed Apple Il family products for
the first time. In general, increased unit sales volume of
higher-end Macintosh computers, and market acceptance of
certain peripherals introduced in late 1985 and 1986 were
offset by the effects of reduced unit sales volume of lower-
end Apple || computers and certain price reductions to meet
competitive pressures. The Apple lis, which was announced
in the fourth quarter of 1986, did not ship in significant vol-
umes.

Gross margin was 53% of sales in 1986, representing an
increase of 11 percentage points from the 42% registered in
1985. Much of this increase was attributable to economics
arising from the June 1985 consolidation of operations, al-
luded to above. Also, improved financial controls that were
implemented subsequently permitted reductions in average
inventories and, therefore, reductions in related financial ex-
posures. For example, inventory scrap and obsolescence
expenses decreased significantly from 1985 to 1986. Other
manufacturing efficiencies resulted from the Company’s con-
tinuing keen interest in automated assembly techniques and
improved yields. Changes in sales mix also contributed to the
improvement in gross margin performance in 1986. Apple’s
ability to maintain margins at 1986 levels in the future may be
affected by increased competition, changes in the cost of
certain materials, and start-up inefficiencies associated with
expected new product introductions.
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Research and development expenses in 1986 increased to
$128 million or 6.7% of sales, from $73 million or 3.8% of
sales in 1985. The sharp rise in spending resulted from inten-
sified system development efforts in 1986, including signifi-
cant additions to Apple’s engineering staff, increases in pro-
totype materials and tooling, and the purchase of other
equipment and proprietary design software to shorten prod-
uct development cycles.

Marketing and distribution expenses were $477 million or
25% of sales in 1986, very closely approximating 1985 ex-
penditure levels in the aggregate. Relative to the preceding
year, in 1986 Apple close to invest proportionately more in
various focused sales and marketing programs and propor-
tionately less in advertising and merchandising, notwithstand-
ing significant fourth quarter advertising increases related to
the Apple llas rollout and a new television campaign. Distribu-
tion expenses were comparable in 1985 and 1986.

General and administrative expenses increased to $133
million or 7.0% of sales in 1986, from $110 million or 5.7% of
sales in 1985. In 1986, Apple provided proportionately more
of each sales dollar for bad debt expenses, primarily in rec-
ognition of continuing difficult business conditions in the U.S.
retail channel, but also due to certain changes in strategic
direction that culminated in the consolidation of the U.S.
dealer network and the restructuring of certain foreign selling
arrangements during the year. In addition, continued invest-
ment in the Company’s internal data processing and com-
munications capabilities contributed to the increase in gen-
eral and administrative expenditures from 1985.

Interest and other income, net, was $36 million in 1986,
more than double the $17 million from 1985. The improve-
ment in 1986 resulted principally from higher interest income
associated with the increase in average short-term cash in-
vestments. Favorable currency fluctuations, reflecting mod-
eration in the strength of the dollar during 1986, further con-
tributed to the increase.

The effective income tax rate was 50% in 1986, represent-
ing a slight increase from 49% in 1985. In pan, the increase
arose from Apple’s receiving proportionately less benefit from
certain tax credits due to the sharp rise in pretax earnings in
1986.

The impact of inflation on Apple’s financial position and
results of operations has been minimal.

1985 Compared with 1984

Although the Company began 1985 with record sales, the
industry slowdown quickly affected Apple. As a result, 1985
earnings were reduced by a pretax charge of $37 million—
management’s estimate of the costs associated with the
major organizational and operational restructuring of the
Company in June 1985.

Net sales in 1985 were $1,918 million, an increase of $402
million or 27% over 1984. The Company'’s sales growth was
generally attributable to increased unit volume. In 1985,
Apple responded to sluggish business conditions by imple-
menting sales incentive programs that offered price reduc-
tions on various bundled systems. Apple lle sales increased
slightly in 1985. The Macintosh and Apple llc, which were
introduced in the second and third quarters, respectively, of
1984, had a significant impact on 1985 sales. In the fourth
quarter of 1985, the Company introduced a 20-megabyte
hard disk for the Macintosh, and eight new products designed
to technologically enhance the Apple Il. These new products
did not significantly affect 1985 sales.

Gross margin was 42% of sales in 1985, unchanged from
1984. In general, margin improvements afforded by manufac-
turing economies, including falling semiconductor prices,
were offset by the aforementioned price reductions and
greater provisions for excess and obsolete inventories. In
addition, 1985 sales to the education market, which generally
result in lower gross margins than sales through Apple's
other distribution channels, increased as a percentage of
total Company sales. Gross margin was 46% in the fourth
quarter of 1985. The improvement was attributable to the
consolidation of manufacturing operations, higher production
levels, and lower material costs.

Research and development expenses in 1985 were $73
million, representing a modest increase from $71 million in
1984. As a percentage of sales, research and development
expenditures decreased 0.9 percentage points to 3.8%. The
decline in spending as a percentage of sales in part reflects
significant expenses incurred in the first half of 1984 related
to the Macintosh and Apple lic computers, which were then
under development. In addition, 1985 spending was affected
by the cancelation of certain accessory product projects and
the temporary interruption of work on other projects due to
the significant operational changes then taking place within
the Company.

Marketing and distribution expenses decreased to 25% of
sales, compared with 26% in 1984. The decline in spending
as a percentage of sales resulted principally from propor-
tionately reduced spending for advertising, offset in part by
increased payments to dealers for installation and training on
Apple’s direct sales to educational institutions. In the fourth
quarter of 1985, Apple announced its intention to distribute
the Macintosh personal computer almost entirely through its
network of authorized dealers and to significantly improve
relations with outside add-on hardware and software
suppliers. These moves, designed to increase the dealer
support and versatility of Apple products, did not significantly
affect 1985 marketing and distribution expenses.

General and administrative expenses as a percentage of
sales increased 0.3 percentage points to 5.7% in 1985.

Interest and other income, net, was $17 million in 1985, a
decrease from $23 million in 1984. Interest income in 1985
was comparable to that in 1984, as the impact of higher
average short-term cash investments was generally offset by
declining interest rates. A litigation settlement and the sale of
certain technical data contributed to other income in 1984.

The effective income tax rate increased to 49% in 1985,
from 41% in 1984. This resulted principally from the effect of
the 1984 reversal of deferred taxes previously provided on
the accumulated earnings of the Company’s Domestic Inter-
national Sales Corporation in accordance with the Tax Re-
form Act of 1984.

Liquidity and Capital Resources

Apple relies primarily on the results of its operations to
generate the cash necessary to meet its liquidity needs. In
addition, Apple’s liquidity is enhanced by the proceeds from
the sale of common stock under the Company’s stock option
and employee stock purchase plans, and related tax benefits.
The tax benefit recognized upon the exercise of nonqualified
stock options arises because Apple receives a compensation
deduction for tax reporting purposes for the difference be-
tween the option exercise prices and the fair market value of
the shares at the time of exercise. In 1986 and 1985, Apple
realized similar tax benefits for certain participant disposi-
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tions of shares acquired through the employee stock pur-
chase plan.

1986 Compared with 1985

In 1986, Apple improved its strong financial condition while
continuing to make significant investments in research and
development and in advanced manufacturing technologies.
Working capital increased $186 million or 35% from 1985.
Cash and temporary cash investments increased $239 mil-
lion or 71%, notwithstanding Apple’s utilizing $55 million of
cash in the fourth quarter of 1986 to repurchase previously
outstanding common stock. Investment in new property,
plant, and equipment increased 23% from 1985 to a record
$67 million.

The major sources of liquidity in 1986 were $262 million
from operations and $46 million from the sale of common
stock to employees under Apple’s stock option and employee
stock purchase plans, including $9 million in related tax bene-
fits, representing increases of $125 million, $22 million, and
$3 million, respectively, from 1985.

Emphasis on inventory control in 1986 allowed the Com-
pany to significantly reduce inventory levels and improve in-
ventory turnover. Net inventories decreased 35% to $109
million, as inventory turnover increased to 6.5 in 1986, from
5.2 in 1985. In the fourth quarter of 1986, inventory turnover
reached 9.1. Patterns in accounts receivable collections were
very similar from 1985 to 1986. Thus, the increase in ac-
counts receivable from $220 million to $263 million generally
reflects higher fourth quarter sales levels in 1986.

At September 26, 1986, unused sources of liquidity con-
sisted primarily of $576 million in cash and temporary cash
investments. The Company’s capital resource commitments
at the end of 1986 consisted principally of obligations under
operating lease agreements.

1985 Compared with 1984

In 1985, working capital increased $94 million or 22% from
1984. Cash and temporary cash investments increased $222
million or 193% over this same period.

Apple’s traditional sources of funds—operations and sales
of common stock to employees—provided working capital of
$161 million in 1985, an increase of $15 million from $146
million in 1984. In 1985, disposals of property, plant and
equipment with a net book value of approximately $13 million
resulted principally from the consolidation of operations. In
1984, there were no significant disposals of property, plant,
and equipment.

Apple assumed a cautious posture relative to receivables
and inventory management in 1985, as the industry entered a
period of slow or no growth. Net accounts receivable de-
creased 15% to $220 million in 1985, predominantly from
reduced billings. Net inventories decreased 37% to $167 mil-
lion, as inventory turnover improved to 5.2 in 1985, from 4.3
in 1984. The decrease in inventories in 1985 resulted from
aggressive inventory management as well as a conservative
policy with respect to manufacturing build, in light of the
market conditions discussed above. Further, in 1984 the
Company had increased inventory to satisfy anticipated
heavy holiday season demand and an unusually large back
order of Apple lle systems for education.

ATHLONE INDUSTRIES, INC.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The foilowing discussion is supplemental to and should be
read in conjunction with the consolidated financial statements
and accompanying notes for the three years ended De-
cember 31, 1986, beginning on page 14.

Liquidity and Capital Resources

As reflected in the statements of changes in consolidated
financial position on page 17, the principal source of funds
during the three years ended December 31, 1986 was a pub-
lic offering in 1984 of $75,000,000 principal amount of 15%2%
(increased to 15%% by amendment in early 1986) subordi-
nated notes due June 1, 1991. The net proceeds of this offer-
ing were used by the Company, in part, to prepay
$32,484,200 principal amount of 8%6% and 1412% notes pay-
able to an insurance company having aggregate annual
maturities of $6,000,000 in 1984 through 1986, $3,992,100 in
1987 and 1988, $2,000,000 in 1989 and $1,500,000 thereaf-
ter through 1992 and to repay outstanding loans under a
revolving credit agreement with banks. The balance of the
net proceeds, approximately $15,000,000, was invested by
the Company in preferred stocks of publicly held companies.
Subsequent to this offering, the revolving credit agreement
with banks was terminated and the Company entered into a
new credit agreement with a bank providing for borrowings of
up to $20,000,000 through December 31, 1988 repayable, at
the option of the Company, over the four years ended De-
cember 31, 1992 as more fully described in note 4(b) to the
consolidated financial statements. At December 31, 1986,
$10,000,000 was available under this revolving credit
agreement with the bank. In 1984, the Company issued in-
dustrial development bonds of $4,500,000 maturing in 1990
through 2004 for the purpose of financing certain capital ex-
penditure projects of the specialty steel operation (Jessop
Steel) which were completed in 1986.

In 1987, the Company estimates that its capital expendi-
tures will amount to approximately $1,500,000, which is
greater than actual commitments as of December 31, 1986.
The expenditures are expected to be financed by internally
generated funds or equipment leases and will be made
largely on behalf of the Company’s specialty steel operation.

Transactions involving the short-term borrowings of the
Company and subsidiaries during the three years ended De-
cember 31, 1986 are discussed in note 11(b). At December
31, 1986 approximately $1,500,000 was available under
short-term borrowing arrangements. The annual maturities
on long-term debt for the years 1988 through 1991 are dis-
closed in note 4(f).

The Company’s Federal income tax returns have been ex-
amined through December 31, 1983. All years through 1983
are closed except for one issue in 1983, not material .in
amount.

The Tax Reform Act of 1986 (“the Act’) provides for,
among other things, reduction in corporate income tax rates,
the elimination of the investment tax credit, changes in de-
preciation rates and lives, and an amended alternative
minimum tax. In addition, the Financial Accounting Standards
Board issued an Exposure Draft (“ED”) in 1986 which may
result in the issuance in 1987 of a Statement of Financial
Accounting Standards changing existing requirements for
accounting for income taxes under Accounting Principles
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Board Opinion No. 11 (“APB No. 11”). In general, APB No.
11 utilizes a deferred credit approach under which deferred
taxes are provided based upon current tax rates without ad-
justment for changes in future tax rates whereas the ED pro-
poses a liability approach under which recorded deferred
taxes would be subsequently adjusted for changes in future
tax rates.

At December 31, 1986, the Company had deferred taxes of
$994,000 as shown on the consolidated balance sheet on
page 15. The application of the provisions of the Act and the
ED as of December 31, 1986 would not significantly affect
this amount which primarily consists of state taxes rather
than Federal income taxes. In 1985, the Company reversed
certain previously recorded deferred income taxes of
$5,847,000 in connection with the discontinuance of the
Green River Steel operation. At December 31, 1986, the
Company had loss carry-forwards for tax purposes of approx-
imately $21,000,000. The deferred tax credits which were
reversed will be reinstated in years subsequent to 1986, at
the then current tax rates, as, and to the extent that, the tax
benefits of such loss carry-forwards are realized.

Under current accounting requirements (Accounting Prin-
ciples Board Opinion No. 16) nondeductible property apprai-
sal increments arising from the acquisition of a business are
recorded net of tax. The provisions of the ED would require
that such appraisal increments be adjusted so that those
amounts are before their tax effects and a corresponding
deferred tax liability be recognized. At December 31, 1986,
the Company'’s property, plant and equipment accounts re-
flect net of tax credits of approximately $3,000,000 which
would be subject to such provisions.

Under the Act, the statutory Federal income tax rate is
scheduled to be reduced from 46% in 1986 to 40% in 1987
and 34% thereafter. However, the investment tax credit will
generally not be available for assets acquired after 1985. In
addition, depreciation lives available for tax purposes will
generally be longer than those utilized by the Company in
1986. These factors have not affected the Company’s pre-
sent capital expenditure plans but will have to be considered
in formulating such plans in future years.

At December 31, 1986, the Company had unused invest-
ment tax credits of approximately $400,000. Such credits will
be available for carryover to future years subject to the transi-
tional rules of the Act.

Results of Operations 1986 vs. 1985

As shown under the Industry Segment Information table on
page 10, overall net sales of the Company were down ap-
proximately 10% in 1986 from 1985. Net sales of the spe-
cialty steel segment decreased from $103,491,000 in 1985 to
$97,588,000 in 1986 principally because of decreased ton-
nage; however, operating profit ratios were at about the same
levels as in 1985. Net sales of the industrial fasteners seg-
ment amounted to $47,002,000 in 1986 compared to
$54,346,000 in 1985. The decrease in sales was primarily
attributable to decreased quantities and the sale in mid 1986
of the West German facility. Gross margins were adversely
affected in 1986 by the weakened dollar. Operating profits of
the industrial fasteners segment in 1986 included a gain of
approximately $1,200,000 on the sale of the West German
facility and approximately $1,270,000 on the discontinuance
of a defined benefit pension plan which has been replaced by
a defined contribution plan. Net sales of the consumer prod-
ucts group decreased from $59,428,000 in 1985 to
$50,420,000 in 1986 primarily because of a weak market for

women’s blouses and the elimination of certain accessory
products from the sporting goods line. Overall operating mar-
gins of the group, however, improved in 1986 primarily be-
cause of improved margins in the sporting goods and wo-
men’s swimwear business.

Included in interest expense (net of interest income) in
1986 is approximately $3,140,000 of charges related to the
discontinued Green River Steel operation, primarily accretion
of deferred compensatory costs recorded in 1985 in connec-
tion with the shutdown of those operations.

in 1985 and in 1984 (in an odd lot tender offer), the Com-
pany acquired at market value 79,800 and 11,157 shares of
its common stock, respectively. The effect of these transac-
tions, after giving effect to imputed interest, net of taxes, on
earnings per common share was insignificant.

71985 vs. 1984

Overall net sales and operating profits of the Company in
1985 were approximately at the same levels as in 1984.
Operating profits of the specialty steel segment increased in
1985 as a result of the increase in sales of that operation from
$94,169,000 in 1984 to $103,491,000 in 1985 largely be-
cause of increased tonnage. Although net sales of the indus-
trial fasteners segment amounted to $54,346,000 in 1985
compared with $63,991,000 in 1984, gross margins improved
in 1985 because of lower inventory costs; operating profits for
the industrial fasteners segment include, in 1984, a gain of
$1,765,000 on the sale of real estate. Net sales of the con-
sumer products group in 1985 were approximately the same
as in 1984. Operating profits of the group were lower in 1985
primarily because of softness in certain sectors of the wo-
men’s swimwear and shoe trade; operating profits of the wo-
men’s blouse business improved in 1985 and operating prof-
its of the sporting goods operation were approximately the
same as in 1984.

The increase in interest expense (net of interest income) in
1985 over 1984 is attributable to the public offering of subor-
dinated notes which took place in the second quarter of 1984
as discussed above under “Liquidity and Capital Resources.”
The write-down of investment in stocks is applicable to pre-
ferred stocks of certain oil and gas drilling services and explo-
ration companies whose market values were adversely af-
fected in late 1985 because of declining oil and gas prices
and related factors.

During 1985 and 1984, inventory quantities of certain of the
specialty steel and industrial fasteners operations were re-
duced resulting in a liquidation of LIFO inventory quantities
carried at lower costs prevailing in prior years as compared
with the costs of the current year's purchases, the effect of
which, on eamings per common share, was insignificant in
both years.
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AVERY INTERNATIONAL CORPORATION

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
RESULTS OF OPERATIONS AND FINANCIAL CONDITION

Dollars in thousands

Results of Operations

Sales for fiscal 1986 increased 21 percent to $1,131,204
from the 1985 level of $932,669, and in 1985, 2 percent from
$913,021 in 1984. The reported sales amounts were affected
by a weaker U.S. dollar in 1986 compared to 1985, and a
stronger U.S. dollar in 1985 compared to 1984. Excluding the
impact of changes in foreign currency rates, sales increased
14 percent in 1986 and 5 percent in 1985.

The gross profit margin in 1986 was 33.1 percent, a slight
decline from 33.4 percent in 1985 and 33.3 percent in 1984.
Higher start-up expenses for new products and processes
tended to depress margins, but these factors were largely
offset by the positive impact of conversion to more effective
coating and converting technology, maintenance of empha-
sis on selling higher-value-added products, and continued
focus on cost reductions and productivity improvements in
the plants.

Marketing, general and administrative expense as a per-
cent of sales increased to 24.1 percent in 1986, compared to
23.5 percent in 1985 and 1984. Higher marketing expenses
and insurance costs were primary contributors to this in-
crease. Research and development expense of $24,257, in-
cluded in marketing, general and administrative expense, in-
creased 20.3 percent and was 2.1 percent of sales in 1986,
compared with $20,166, or 2.2 percent of sales in 1985, and
$17,580, or 1.9 percent of sales in 1984. The increase in
research and development expense in 1986 was attributable
to programs for new adhesives, release coatings and materi-
als, and improved process technology.

Interest expense in 1986 was $13,616, or 1.2 percent of
sales, compared with 1.1 percent in 1985 and 1.2 percent in
1984. The positive impact of declining interest rates in 1986
and 1985 was offset by increases in debt in 1986 and 1985
resulting from increased capital expenditures and acquisi-
tions.

As a result of the above factors, income before taxes as a
percent of sales declined to 7.8 percent in 1986, compared
with 8.9 percent in 1985 and 8.6 percent in. 1984.

The effective tax rate for 1986 was 44.5 percent, compared
with 41.6 percent in 1985 and 39.7 percent in 1984. The
increase in the tax rate in 1986 is primarily attributable to the
phase-out of investment tax credits resulting from the Tax
Reform Act of 1986, which had the effect of increasing the
1986 provision for taxes on income by approximately $2 mil-
lion, or $.10 per share. The entire amount was recognized in
the fourth quarter. The tax rate in 1984 was lower as the
result of a U.K. ACT refund.

The Company expects that in future years the negative
impact of the loss of investment tax credits will be more than
offset by the positive impact of lower tax rates resulting from
the Tax Reform Act.

Net income in 1986 was $48,634, or 4.3 percent of sales,
compared with $48,261, or 5.2 percent of sales in 1985 and
$47,561 or 5.2 percent of sales in 1984 due to the factors
discussed above.

Net income per share increased to $2.45 in 1986, com-
pared with $2.44 in 1985 and $2.42 in 1984. The average

number of shares outstanding remained substantially un-
changed during this three-year period.

Worldwide graphics materials businesses achieved higher
sales and profits in 1986. United States roll operations re-
ported significant increases in sales and profits during 1986
and 1985. Sales of U.S. specialty operations were up in both
years, though income in 1986 was lower because of heavy
expenditures for the new UltraLiner release liner. Decorative
films operating results were below that of 1985 because of
softness in the automotive industry, which led to decreased
sales of Thermark brand products in 1986. In 1985, sales and
income both increased from the 1984 level.

European roll operations ended 1986 with gains in sales
and profits over 1985, despite high expenditures for new
technology and product development and unsatisfactory
manufacturing performance that adversely affected results
for the first half of the year. Sales and profits of this operation
also increased in 1985. Sales of specialty operations in-
creased in 1986 and 1985; income increased in 1986 but
declined in 1985.

The Specialty Tapes and Adhesives Group reported a gain
in sales, though a significant reduction in profits, during 1986,
following significant declines in sales and income in 1985.
The principal factors were the loss of Specialty Tape (U.S.)
Division’s largest diaper-tape customer in 1985 and the im-
pact of a slowdown in the electronics and industrial markets
on Permacel Tape Division. A new product has been qual-
ified by this diaper-tape customer and sales are starting to
increase. An effort was launched at Permacel in 1986 to
identify additional steps required for future growth and prof-
itability. Sales of the Specialty Tape (Europe) Division were
higher in both 1986 and 1985. Income increased in 1985 but
declined in 1986.

Office products operations reported higher sales and prof-
its in both 1986 and 1985, despite weakness in the office
products market and significant costs related to the develop-
ment, manufacture and distribution of Avery Notes. An im-
proved product line was introduced during the third quarter of
1986, and national distribution is expected to be achieved in
1987.

The Label Group reported significant gains in sales and
income of its domestic business systems operations in 1986.
Income from domestic label systems operations declined
over the past two years as the result of the weak manufactur-
ing economy. Strong gains in both sales and income were
reported in both 1986 and 1985 by the Group's European
operations.

The Soabar Products Group reported increases in both
sales and income during 1986, largely because of new
Soabar brand electronic imprinting systems developed in re-
sponse to the increased use of electronic imprinting methods
taking place in retail markets. In 1985, sales were down
slightly, but profits were also significantly higher than those
reported in the prior year. Gains in 1985 were attributable
primarily to increased emphasis on nonapparel, promotional
graphics products.

Liquidity and Capital Resources

Cash provided by operations was $78,597 in 1986, com-
pared with $55,925 in 1985 and $58,777 in 1984. Average
working capital, excluding short-term debt, as a percent of
sales was 17.5 percent in 1986, 17.2 percent in 1985 and
16.0 percent in 1984. The average number of days sales in
receivables was approximately 55 in 1986, 54 in 1985 and 52
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in 1984. The average inventory turnover rate was 4.8 in 1986,
4.9 in 1985 and 5.0 in 1984.

Capital expenditures were $67,219 in 1986, compared with
$59,899 in 1985 and $52,489 in 1984. The increase in capital
expenditures during this period is attributable primarily to in-
vestments in new process technology and increased produc-
tive capacity. Cash flow from operations continues to be suf-
ficient to fund substantially all of the Company’s capital ex-
penditure requirements.

During 1986, total debt increased by $153,676, of which
approximately $132,000 is attributable to the cost of the ac-
quired companies and the existing debt of those companies.
The remainder of the increase was for general corporate re-
quirements. Long-term debt to total capital was 38.7 percent
at November 30, 1986, compared with 21.6 percent for 1985
and 21.8 percent for 1984. Total debt to total capital was 43.5
percent at fiscal year-end 1986, compared with 26.9 percent
for 1985 and 24.7 percent for 1984. The Company has more
than adequate financing arrangements at competitive costs
necessary to conduct its operations.

In December 1985, the Company issued $50,000 of 9%
percent notes due in 1995. Approximately $30,000 of the
total proceeds were utilized to repay domestic variable-rate
borrowings; the remainder was utilized for general corporate
requirements including the financing of subsequent acquisi-
tions. The remaining costs of the 1986 acquisitions were fi-
nanced primarily with additional variable-rate borrowings. In
response to this need for additional borrowings, the Com-
pany has increased its revolving credit agreement from
$30,000 to $100,000 under terms and conditions equal to or
more favorable than those previously obtained.

Shareholders’ equity increased to $350,010 in 1986 from
$314,455 in 1985 and $270,525 in 1984. The increases in
1986 and 1985 include translation gains of $15,746 and
$7,678, respectively, as a result of the weakening of the U.S.
dollar against European currencies. The return on average
shareholders’ equity was 14.5 percent in 1986, compared to
16.6 percent in 1985 and 18.6 percent in 1984. The return on
average total capital was 11.8 percent in 1986, compared to
14.3 percent in 1985 and 15.4 percent in 1984.

The Company believes that, whereas costs and expenses
rise with inflation, the effects will be offset by productivity
improvements and by increases in prices, which generally
are sufficient to absorb the impact of inflation.

Future Accounting Requirements

The Financial Accounting Standards Board issued State-
ment No. 87 during 1986, specifying new standards of ac-
counting for pension plans. Various aspects of this Statement
will affect the method by which the Company’s pension ex-
pense is calculated. The principal change will be the adoption
of the projected unit credit method of cost determination. It is
anticipated that implementation of these changes in 1988 will
increase pension expense, though such changes are not ex-
pected to have a significant impact on the results of opera-
tions.

During 1986, the Financial Accounting Standards Board
issued an Exposure Draft on Accounting for Income Taxes.
Assuming the principles set forth in the Exposure Draft are
promulgated, the Company’s tax provision in future years will
be affected in a variety of ways, though primarily as de-
scribed in the two succeeding paragraphs.

Deferred tax balances would be recalculated to reflect the
tax rate in effect at the time these balances become payable.

Based on the Tax Reform Act's effective rate of 34 percent as
of July 1, 1987, the Company’s deferred tax balances would
be reduced. This could result in a reduction of 1987 income
tax expense.

Effective in 1992, the Company would be required to pro-
vide deferred taxes on undistributed earnings of foreign sub-
sidiaries and joint ventures. This could result in an increase in
1992 tax expense. However, because of the complexity of
the assumptions and calculations involved, it is not possible
to estimate the amount at this time.

CHRYSLER CORPORATION

MANAGEMENT'S DISCUSSION AND ANALYSIS

Results of Operations

The U.S. and Canada combined car and truck industry
continued to strengthen in 1986, increasing 3% to 17.8 mil-
lion units. Chrysler’s record retail car and truck sales in the
U.S. and Canada resulted in an 11.9% market share in 1986.
This compares to 12.2% in 1985 and 11.6% in 1984. The
decrease in market share in 1986 reflects assembly plant
down-time related to Chrysler's ambitious new product
launch programs. These programs include the launch of the
Dodge Shadow and Plymouth Sundance, the Dodge Dakota
pick-up truck, the Chrysler LeBaron Coupe, the restyled
Dodge Daytona and the Grand Voyager and Grand Caravan.

Despite the extensive product changeover, Chrysler was
the only “Big 3” manufacturer to increase its U.S. retail car
market share during the 1986 calendar year, representing the
sixth consecutive annual increase in Chryslers U.S. car
market share.

Earnings before taxes and extraordinary item were $2.33
billion in 1986, including a gain on the sale of the investment
in Peugeot S.A. of $144 million, compared to $2.37 billion in
1985. This decrease reflects the cost of aggressive sales
incentive programs, significant expenditures for new models,
higher wage and benefit costs resulting from labor
agreements negotiated in the Fall of 1985 and increased
interest expense, partially offset by an increase in unit sales.
Earnings before taxes and extraordinary item in 1985 were
lower than the record $2.43 billion in 1984, reflecting lump
sum bonus payments to employees and retirees and in-
creased sales and marketing programs in 1985, partially
offset by an increase in unit sales.

Net earnings in 1986 were $1.40 billion, including a $132
million net-of-tax gain on the sale of the Peugeot S.A. in-
vestment, compared to $1.64 billion in 1985 and $2.38 billion
in 1984. The decrease in net earnings since 1984 primarily
reflects Chrysler’s return to full taxpayer status as well as the
effects of tax reform in 1986.

Chrysler’s financial statements are prepared on an histori-
cal cost basis in accordance with generally accepted ac-
counting principles and, therefore, do not fully reflect the ef-
fect of changing prices. Chrysler monitors the effect of infla-
tion on its businesses and believes that recent inflation rates
have had no significant effect on its results of operations.

Chrysler’s 1986 breakeven point for the U.S. and Canadian
operations increased to 1.4 million units, compared to 1.2
million units for the previous year, reflecting, in part,
Chrysler's substantial spending to modernize its facilities and
introduce new products. Despite this increase, Chrysler's
breakeven point was only 64% of total unit sales in 1986.
Chrysler is confident that its programs for improved productiv-
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ity and quality will maintain a satisfactory breakeven level and
reduce its vulnerability to future economic downturns.

Selected Comparison of Elements of Revenue and Costs

1986 Versus 1985—Chrysler posted record net sales of
$22.6 billion in 1986, a 6% increase over 1985, resulting from
an increase in worldwide factory unit sales, moderate price
increases and the inclusion of Gulfstream Aerospace Corpo-
ration sales for the full year. The increase in equity in earn-
ings of unconsolidated subsidiaries was primarily attributable
to Chrysler Financial Corporation (“CFC”) which had its best
year ever with record pre-tax earnings of $315 million in
1986, an improvement of $59 million over 1985. In 1986,
other income includes net gains on the sale of marketable
securities of $72 million.

Depreciation of plant and equipment decreased $27 million
in 1986 reflecting a reduction in the reserve for.obsolescence
offset, in part, by increased depreciation related to new and
modernized facilities placed in service in 1986. Amortization
of special tools increased $94 million in 1986 reflecting the
amortization of expenditures related to the production of new
products and in 1985, the extension in the expected period of
time in which certain of the tools are used in the production
process. The 20% increase in selling and administrative ex-
penses in 1986 resulted from increased labor costs, the addi-
tion of Gulfstream Aerospace Corporation for the full year
and increased marketing activities. Pension expense in-
creased 8% in 1986 due to benefit increases negotiated as
part of new labor agreements. Net interest expense was $33
million in 1986 compared to net interest income of $125 mil-
lion in 1985. This change is attributable to higher average
debt levels and decreased portfolio interest income as a re-
sult of declining interest rates.

In 1986, the effective tax rate was 39.6% compared to
31.0% in 1985. This increase reflects the utilization of approx-
imately $300 million of carryforward investment and other tax
credits in 1985 and the tax effect of the sale of the investment
in Peugeot S.A. in 1986. In 1987, Chrysler's effective tax rate
will incorporate the provisions of the Tax Reform Act of 1986
which include a lower effective statutory tax rate for 1987 of
40% and the elimination of investment tax credits effective
January 1, 1986.

In December, 1985 the Financial Accounting Standards
Board issued Statement of Financial Accounting Standards
(“SFAS”) No. 87, “Employers’ Accounting for Pensions.” Im-
plementation of SFAS No. 87 in 1987 is expected to increase
Chrysler's pension expense by more than 50% when com-
pared to pension expense calculated under the previous
standards. SFAS No. 87 will not, however, affect either the
level of benefits provided or the funding requirements of the
plans.

In September, 1986 the Financial Accounting Standards
Board issued its Exposure Draft, “Accounting for Income
Taxes.” The principal provisions of this proposed statement,
if adopted, would require Chrysler to adjust deferred taxes for
the effect of changes in enacted tax rates and to record taxes
on unremitted earnings of foreign subsidiaries even if such
earnings were permanently reinvested in the business. The
effect of implementing the proposed statement in 1987 would
be to reduce deferred tax liabilities for the newly enacted tax
rate offset, in part, by an increase in deferred tax liabilities
relating to unremitted earnings of foreign subsidiaries.

Selected Comparison of Elements of Revenue and Costs

1985 Versus 1984—Chrysler’s net sales of $21.3 billion in
1985 represented a 9% increase over 1984. This resulted
from an increase in worldwide unit sales of 6%, improvement
in product mix, moderate price increases and the addition of
Gulfstream Aerospace Corporation sales since August 16,
1985. The increase in equity in earnings of unconsolidated
subsidiaries resulted principally from the $126 million in-
crease in Chrysler Financial Corporation’s pre-tax earnings in
1985 over 1984. In 1985, other income includes net gains on
the sale of marketable securities of $29 million.

Depreciation expense decreased 3% in 1985 to $264 mil-
lion. This reflects an additional provision in 1984, not required
in 1985, for obsolescence of older facilities partially offset by
an increase in depreciation expense resulting from new

_ facilities being placed in service in 1985. The increase in

selling and administrative expenses of 16% in 1985, over
1984, resulted from increased levels of advertising, the addi-
tion of Gulfstream Aerospace Corporation and year-to-year
economic cost increases. Pension expense decreased 18%
in 1985, reflecting a change in the pension assets investment
return assumption, prepayment of 1985 pension costs and a
reduction in pension contribution deferrals. The 1985 im-
provement of $74 million over 1984 in interest income (net of
interest expense) reflects the substantial increase in the av-
erage marketable securities portfolio.

The 1985 effective tax rate of 31% reflects approximately
$300 million of investment and other tax credits carried for-
ward from 1984 and prior. Chrysler used its remaining U.S.
and Canadian loss carryforwards in 1984. As such, no taxes
on income in 1985 were offset with operating loss carryfor-
wards, compared with 1984, when $884 million of taxes were
offset.

Liquidity

Chrysler's cash and marketable securities of $2.68 billion
at December 31, 1986 reflect a year over year decrease of
$118 million despite the generation of $2.49 billion in funds
from operations in 1986. The decrease principally results
from record capital expenditures, acquisition of common
stock pursuant to Chrysler's stock purchase program and
dividends on common stock, all reflecting Chrysler's com-
mitment to its future and its shareholders. Reflecting these
same factors, Chrysler's working capital of $243 million at
December 31, 1986 was $342 million lower than the working
capital of $585 million at December 31, 1985. The ratio of
total debt to shareholders’ equity decreased to 47.4% in 1986
from 63.2% in 1985 while book value per share of common
stock increased to $24.70 in 1986 from $18.53 in 1985.

Chrysler plans to spend $12.5 billion in the next five years
for new products and facility modernization, of which $7.2
billion represents capital expenditures. Chrysler expects to
finance these projects principally with funds provided by op-
erations.

At year end 1986, Chrysler, excluding its unconsolidated
subsidiaries, had available approximately $2.5 billion under
bank revolving credit agreements.

Chrysler Financial Corporation (“CFC”)

CFC achieved record levels of earnings, receivables ac-
quired and receivables outstanding in each of the last three
years. This strong growth reflects the expansion of automo-
tive financing operations and the acquisition of diversified
financing businesses.
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CFC continued to diversify in 1986 with the purchase of the
inventory financing division of Westinghouse Credit Corpora-
tion (renamed Chrysler First Wholesale Credit, Inc.). CFC'’s
diversification combined with subsequent portfolio growth
has shifted the mix of CFC’s assets from nearly all automo-
tive in 1984 to 29% non-automotive at December 31, 1986.

CFC funded the growth in the automotive and diversified
financing portfolios through $3.5 billion of term debt place-
ments, $1.3 billion from receivable sales and a $2.5 billion
increase in the level of commercial paper outstanding at De-
cember 31, 1986.

In 1986, CFC increased its available credit facilities by 24%
to $9.1 billion, all of which were unused at December 31,
1986.

PACCAR INC.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Resuits of Operations for the Three Years Ended De-
cember 31, 1986

In 1986, the total U.S. Class 8 diesel truck market declined
to 112,000 units from levels of approximately 130,000 units
for the two previous years. During the year, PACCAR took
action to restructure its operations and bring production ca-
pacity in line with market expectations for future years. The
Kenworth plant in Kansas City, Missouri was closed in April
and the Peterbilt plant in Newark, California closed in Oc-
tober. Canadian headquarters moved from Ottawa to Toronto
to provide better access to customers. Total restructuring and
relocation costs were $9.5 million after tax. Plant closings
were responsive to chronic industry problems of excess pro-
duction capacity and placed the Company in a stronger com-
petitive position. Manufacturing efficiencies were achieved in
1986 and production capacities of the four remaining U.S.
truck factories were increased to provide for peak demand
periods.

Despite a smaller overall market, PACCAR expanded its
1986 U.S. market share to 19% from 18% in the prior year,
although still below the 21% share of 1984. The 1986 gain in
market share was based upon customer acceptance of new
Kenworth and Peterbilt models which incorporate the latest
technology and aerodynamic designs. A surge of new orders
during the second half of 1986 provided the strongest sales
order backlog since the first quarter of 1984,

The combined total of foreign subsidiary sales has im-
proved gradually over the last three years. Combined net
income has declined, however, as price discounting has be-
come more common, particularly in Canada, and economic
conditions in Australia have deteriorated. Partially offsetting
these trends has been the success of the Foden truck opera-
tion in the United Kingdom, including growth in commercial
sales along with continued progress in military contracts.

PACCAR's overall gross profit percentage was 11.4% for
1986 compared to 11.8% in 1985 and 13.3% in 1984. The
percentages for 1986 and 1985 reflect lower sales volumes
and severe price discounting. For 1986, the gross profit per-
centage was favorably impacted by liquidation of LIFO inven-
tories. Plant closings and continued improvement in materi-
als management reduced inventory levels and produced the
liquidation effect explained in Note B to the financial
statements.

PACCAR's equity in the net income of its unconsolidated
companies continued in 1986 at the same level achieved in
1985, up substantially from 1984. PACCAR Financial Corp.
(PFC) provides most of this income. At the end of 1986,
PFC’s total assets were $839 million, 53% above the year-
end 1983 level. PFC's net income was $10.1, $9.5 and $10.8
million for the years 1984 through 1986, respectively. The
other unconsolidated companies as a group posted a net loss
of $1.5 million in 1984 and net income of $5.3 million in 1985
and $3.4 million in 1986. The principal reasons for the 1985
improvement were a 29% increase in sales by VILPAC S.A,,
a 49%-owned Mexican manufacturer of Kenworth trucks, and
better earnings of insurance and leasing subsidiaries. The
1986 decline was the result of a net loss experienced by
VILPAC as the Mexican economy declined.

Liquidity and Sources of Capital

Cash requirements of the consolicated companies for
working capital, capital expenditure, and research and de-
velopment have been met through internally generated
funds. Management expects this to continue. Cash gener-
ated from foreign operations is generally reinvested in those
operations and not considered to be a source of cash for U.S.
operations. Outside borrowing remains minimal for the con-
solidated companies. Year-end ratios of current assets to
current liabilities were 2.06 for 1986, 2.19 for 1985, and 2.30
for 1984. Long-term debt at year-end was 1.7% of equity for
1986 and 1985, and 2.0% in 1984. PACCAR’s financial
strength continues to provide flexibility to respond to new
opportunities along with protection from unfavorable eco-
nomic conditions. For 1986, capital expenditures were $34
million for facility improvements and new equipment. Approx-
imately $30 million is planned for 1987 facility and equipment
expenditures and $50 million for completion of the purchase
of Trico as explained in Note H to the financial statements.

PACCAR’s unconsolidated finance and leasing companies
fund the majority of their finance and lease contract portfolios
through outside borrowing. During 1986, outside borrowing
net of repayments brought an increase of $73 million in
short-term debt and a $30 million decrease in long-term debt.
The commercial paper program, Eurobond issue, and
publicly-offered medium-term notes of PACCAR Financial
Corp. (PFC) provided sufficient funds to support its 1986
financing activities. PFC plans another shelf registration of
medium-term notes for 1987 to provide for growth of its
portfolio and for retirement of older debt as it comes due.

Impact of Tax Reform

The retroactive elimination of the investment tax credit by
the Tax Reform Act of 1986 reduced the Company’s 1986
cash flow. For 1987 and later years, the Act provides lower
Corporate income tax rates which will benefit the Company.
However, in addition to repeal of the investment tax credit,
the Act also reduces depreciation benefits, and imposes a
new alternative minimum tax. Depending on the levels of the
Company’s future taxable income and participation in certain
transactions, these unfavorable provisions could eliminate
the benefits of lower rates. PACCAR’s unconsolidated com-
panies have experienced significant growth in truck leasing
activities in recent years. The Act will require these com-
panies to revise their leasing and financing strategies to
maintain profitability and growth.

In addition to tax reform, the Company’s financial position
and results of operations also may be affected by a proposal
of the Financial Accounting Standards Board on accounting
for income taxes. This proposal, which is subject to change,
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would favorably affect the Company by reducing the rate at
which deferred taxes are now recognized on the balance
sheet to the lower rates under the Act. The proposal also
would require the Company to estimate and record additional
deferred tax liabilities, if any, that may result from assuming
distribution of currently undistributed earnings of foreign sub-
sidiaries. The Company has objected to this proposal be-
cause it expects to continue indefinitely the reinvestment of
these earnings in the foreign operations.

Impact of Inflation

The rate of inflation in the U.S. economy has slowed in
recent years, but is still a factor which the Company must
consider in its business decisions. Truck sales prices have
been held in check by competition and in recent years have
not increased proportionately with general inflation. Product
redesign and intense negotiation with suppliers have also
kept manufacturing cost advances below the level of general
inflation during the same time period.

The Company uses the LIFO method of accounting for a
large percentage of its inventories. Under usual circum-
stances, cost of sales using this method is a close approxi-
mation of current costs. However, during 1986, the Company
significantly reduced the size of its inventories, causing the
LIFO liquidation effect explained in the financial statement
footnotes. The before-tax equivalent of this effect must be
added to cost of sales in order to approximate current costs.

A significant portion of the Company’s buildings and ma-
chinery and equipment were acquired in prior years at prices
lower than today's costs. Over many years, these assets may
be replaced at inflated costs which will result in higher depre-
ciation charges. However, in many cases, there will be
operating cost savings as well because of technological ad-
vances and improvements.

TABLE 1-3: SEGMENT INFORMATION

Number of Companies
- 1986 1985 1984 1983
Industry segments

Revenue .................. 432 443 451 457
Operating income or loss 394 396 398 408
Identifiable assets ........ 424 435 444 453
Depreciation expense .... 421 433 438 448
Capital expenditures...... 413 428 434 441
Geographic areas
Revenue .................. 202 206 207 214
Operating income or loss 156 161 165 166
Identifiable assets ........ 197 201 204 203
Depreciation expense .... 14 15 13 15
Capital expenditures...... 18 16 16 16
Export sales.................. 112 116 127 133
Sales to major customers ... 130 136 134 127

SEGMENT INFORMATION

Effective for fiscal years beginning after December 15,
1976, Statement of Financial Accounting Standards No. 14
requires that financial statements presented in conformity
with generally accepted accounting principles include
specified information relating to a reporting entity’s: opera-
tions in different industries, foreign operations and export
sales, and major customers. SFAS No. 14 describes the in-
formation to be presented and the formats for presenting
such information. Statement of Financial Accounting Stan-
dards No. 21, issued in April 1978, amends SFAS No. 14 by
stating that the requirements of SFAS No. 14 do not apply to
nonpublic enterprises.

Table 1-3 shows the type of segment information most
frequently presented as an integral part of the 1986 financial
statements of the survey companies.

Industry Segments

BAUSCH & LOMB INCORPORATED (DEC)

NOTES TO FINANCIAL STATEMENTS

Industry Segment and Geographic Information

The company’s operations are classified- into three dif-
ferent business segments: health care and consumer prod-
ucts, professional eye care products and biomedical and sci-
entific products.

Operations within the health care and consumer products
segment include the production and sale of solutions used in
the care of contact lenses and relief of eye irritation, contact
lens accessories and optical products used for the extension
of vision and eye protection from the sun. Such optical prod-
ucts include sunglasses, binoculars, riflescopes, telescopes
and magnifiers.

The professional eye care products segment manufactures
and sells contact lenses and materials, prescription ophthal-
mic pharmaceuticals and ophthalmic surgical and diagnostic
products.

Products manufactured and sold by the biomedical and
scientific products segment include laboratory animals, prin-
cipally rats, mice and guinea pigs, specially bred for use in
biomedical research; specialized biotechnical products and
services primarily for production of monoclonal antibodies;
microscopes and photogrammetry products and vacuum
coating services.

Inter-area sales to affiliates represent products which are
transferred between geographic areas on a basis intended to
reflect as nearly as possible the market value of the products.

Operating earnings by business segment and by geo-
graphic area are defined as sales less operating costs and
expenses. Income and expenses not allocated to business
segments or geographic areas include investment income,
interest expense, foreign currency gains and losses, and
corporate administrative costs.

Identifiable assets are those assets used exclusively in the
operations of each business segment or geographic area or
which are allocated when used jointly. Corporate assets are
principally comprised of cash, short-term investments, pur-
chased accounts receivable and certain property, plant and
equipment.
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The following tables show sales, operating earnings and
other financial information by industry segment and geo-
graphic area for the years 1986, 1985 and 1984.

Industry Segment
Health Care Professional
& Consumer Eye Care
Dollar Amounts in Thousands Products Products
1986
SOlES 1 eenenee e e re e e n e nns $389,388 $173,364
Operating Earmings.........couveeiieienrurnrererenenecenineninens 83,858 32,39
Depreciation.........ceuveniiieriiiiiii e 8,762 5,865
Identifiable ASSetS .........cciuiriiiiiiiiiiireiiiiieeans 328,955 190,602
Capital EXpenditures........c.ovvvuenenrernrereeeneienenenenenens 24,518 9,590
1985
SalES . eeeet i et ee e e raaa e eas $325,903 $161,319
Operating Earnings............coovviiiiiiiiininininniinininne, 71,066 35,422
Depreciation.........coeieiiiiiiii e 7,101 4,537
Identifiable ASSEts ........coevernieiireieiiiriniiniieciieenenens 226,874 126,033
Capital Expenditures............ccoeevineeiininiiiiiiiiiniiinens 8,798 10,147
1984
SalES o enenet it e e e ne e rannn $267,208 $ 173,853
Operating EQrings. .........cooioiiieiiiiii e 47,985 51,614
Depreciation......c.cuveeeiiiiiriiieniirineiirnieieenrrenees 6,506 4,273
Identifiable Assels............coveiiininiirirerceieaennaenene. 204,001 107,310
Capital Expenditures............cceeueiveiininieiiiiiiniininnns 5,777 9,002

*Includes items relating to the discontinuance of the industrial instruments business.

Geographic Area

Dollar Amounts in Thousands United States

1986

Sales to Unaffiliated CUSTOMErS ....cvvvnvninineneninineiieieeneienienenenaneeenes $485,598
Inter-Area Sales 10 AfFIliates .......cuvveeeeiiieiii e 39,061
Operating Earnings. ........ccveiiuiiniiiiniiiiiiiiniiiiiiiiiie e eeee e s 89,709
Identifiable ASSES .......cccvueinireiiiieiiii i e e e eeareenaeiaeaens 432,899
1985

Sales to Unaffiliated CUSIOMErS ......ovvvninininiinineeieiieieienenrnerarenenns $455,129
Inter-Area Sales 1o Affiliates .......ccoviiiiiiiiiiiii s 38,341
Operating Eamings.........coivueeerinreneenreiiiieniietiniienreneareeseanenen 92,156
Identifiable ASSEtS .......cocviiiiieiriiieiririeeereierrerirerieierineaens 387,954
1984

Sales to Unaffiliated CUSTOMENS ........ovvininiiiiineineieiererrenernenenees $402,635
Inter-Area Sales 10 Affiliates .......ocevevniiiiiiiiiiiii s 35,758
Operating Eamings. ........ocuvrveireiiineieiiniiiiiiiiii e n e 73,174
Identifiable ASSETS ......overiieieiriiiereiieeereieeieetereeersaenrasneenaenns 397,950

Biomedical
& Scientific
Products

$136,115
22,031
8,503
133,586
8,142

$108,929
21,922
5,243
98,699
11,518

$ 92,497
17,505
5,195
98,546
11,180

Europe

$ 98,320
29,321
32,946

364,859*

$ 64,841
29,069
26,775

190,487*

$ 61,616
35,895
35,743

120,808"

*Includes financial assets of $176,800,000 in 1986, $115,900,000 in 1985 and $60,200,000 in 1984.

‘Corporate
and Other

$ J—

1,487
232,565
8,036

$ —
965
175,689
3,652

$ —_

801
156,838"
7,376*

Other
International

$114,949
1,011
15,625
87,950

$ 76,181
1,091
9,479

48,854

$ 69,307
871
8,187
47,937

Consolidated

$698,867
138,280
24,617
885,708
50,286

$596,151
128,410
17,846
627,295
34,115

$533,558
117,104
16,775
566,695
33,335

Consolidated

$698,867
69,393
138,280
885,708

$596,151
68,501
128,410
627,295

$533,558
72,524
117,104
566,695
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CHAMPION INTERNATIONAL CORPORATION
(DEC)

NOTES TO FINANCIAL STATEMENTS

Note 16: Business Segments

The company reorganized its business units during 1986.
In connection with that reorganization, some cost savings
have been made, and certain other costs previously included
in general corporate expense have been transferred to the
business segments. The prior years’ results have not been
reclassified because the divestiture program was not com-
pleted and the new organization is not applicable to the
former operations.

In February 1986, most packaging operations were sold to
Stone Container Corporation and in December 1986 the
Pensacola, Florida, mill was converted to the production of
uncoated white paper. As a result, the downsized packaging
operations have been reported as part of the paper segment
for the year ended December 31, 1986. The remaining opera-
tions of the company’s former paper packaging business
consist of one kraft paper and paperboard mill and one shop-
ping bag and gift wrap plant.

Information about the company’s operations in different
businesses for the three years ended December 31, 1986 is
as follows:

(in thousands of dollars) Paper
Net Sales to
Unaffiliated Customers:
1986, . $3,346,174
1985 e 2,882,233
T98A.. e 2,171,539
Segment Income from Operations
1986, . $ 396,788
1985 e 401,335
1984 e 309,026
Identifiable Assets:
1986, i $3,664,745
108 e 3,048,115
T9B4 ..o 2,498,562
Capital Expenditures:
1986, e $ 405,153
1985 it ee 387,325
1984 e e 308,708
Depreciation Expense and Cost of Timber Harvested:
1986 it $ 201,668
LR & TSP 112,520
1984 81,293

*Includes the $220,100,000 provision for wood products restructuring.

Information about the company’s operations in different
geographic areas for the three years ended December 31,
1986 is as follows:

Wood
Products

$1,041,449
1,502,965
1,817,729

$ 102,788
86,940
(196,945)"

$ 432,775
443,121
831,697

$ 23,352
9,943
43,370

$ 60,010
85,875
72,079

Packaging

1,384,561
1,125,168

21,900
69,546

783,605
1,213,008

36,878
33,040

57,346
41,585

Other

16,908

286

155

21

Total

$4,387,623
5,769,759
5,121,089

$ 499,576
510,175
186,562

$4,097,520
4,274,841
4,560,175

$ 428,505
434,146
385,404

$ 261,678
255,741
195,112
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Other
(in thousands of dollars) u.s. Canada Brazil Foreign Total
Net Sales to Unaffiliated Customers:
1986, .. cniiiiii e $3,724,985 $510,385 $152,253 $ — $4,387,623
T8 4,943,550 487,338 151,973 186,898 5,769,759
1984, . 4,488,913 432,210 126,797 73,169 5,121,089
Segment Income from Operations:
T986. . it e e $ 394,394 $ 58,044 $ 47,138 $ — $ 499,576
108 i e 433,653 22,785 44,064 9,673 510,175
1984, e 132,458* 962 46,267 6,875 186,562
Identifiable Assets:
T986. e e $3,572,109 $292,115 $233,296 — $4,097,520
LR 1 P U 3,738,558 278,265 244,084 13,934 4,274,841
1984 .. 3,898,125 294,504 230,244 137,302 4,560,175
Capital Expenditures:
1986, . i $ 390,275 $ 22,165 $ 16,065 — $ 428,505
1985 e 400,778 6,081 23,350 3,937 434,146
1984 ... e 324,704 16,737 39,542 4,421 385,404
Depreciation Expense and Cost of Timber Harvested:
1986 e $ 237,720 $ 12,359 $ 11,599 — $ 261,678
1985t 227,728 15,326 10,705 1,982 255,741
1984 ..o 172,574 12,459 9.130 949 195,112
*Includes the $220,100,000 provision for wood products restructuring.
As of December 31, 1986, net assets located outside of the
United States included in the consolidated financial
statements were approximately $353,100,000.
A reconciliation of segment information to consolidated
amounts is as follows:
Years Ended December 31 (in thousands of dollars) 1986 1985 1984
Segment Income from OPErations ...........c.veeeeuiiniuiiiiueriereirenreeen e eneneeeeeenenes $ 499,576 $ 510,175 $ 186,562
Corporate general and administrative eXpPense ............c.ceveniuiieiiiieeeieeeienenrnnenenens (61,638) (146,389) (104,798)
Consolidated Income from Operations.............coeveuiiiiiiniiieiineieei e $ 437,938 $ 363,786 $ 81,764
Segment Identifiable ASsets..........ccoouiiiiiiiiiii $4,097,520 $4,274,841 "$4,560,175
Timber, timberlands, corporate, and other assets..............oeeuviuieiiiiiinieiieiiinienninnes 1,928,170 1,823,288 2,255,221
Consolidated ASSETS ......cuieuienieiiieiii et ee e e a s $6,025,690 $6,098,129 $6,815,396
Segment Capital EXpenditures ...........cooveeiimiiniiiiiiiiiiniie e $ 428,505 $ 434,146 $ 385,404
Timber, timberlands and corporate capital expenditures.............c.coceveriieniiiinieninnne, 70,360 51,585 53,100
Consolidated Capital EXPenditures. ............ocueurinirviniieiieiieieirere e reeeeceneaeenaanes $ 498,865 $ 485,731 $ 438,504
Segment Depreciation Expense and Cost of Timber Harvested ...........cccoeieiiiinii. $ 261,678 $ 255,741 $ 195,112
Corporate depreCiation EXPENSE.........veurrurenrinerririeeenernrereeneeaeeneenerernernarinenns 8,799 7,465 8,597
Consolidated Depreciation Expense and Cost of Timber Harvested ...............c.cocceuee. $ 270,477 $ 263,206 $ 203,709

The company’s timber and timberlands assets and related
capital expenditures support all business segments but were
not allocated to the various segments because identification
of the specific timber and timberlands assets associated with
any one segment is impossible. The timber that has been
harvested has been transferred to the various business seg-
ments at cost.

ENGELHARD CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2: Industry segment and geographic area data

The operations of the Company are organized into two
principal segments—the Specialty Chemical Businesses and
the Specialty Metal Businesses.

The Specialty Chemical Businesses comprise four groups:
catalysts for the petroleum, chemical, petrochemical, phar-
maceutical and environmental protection industries; perfor-
mance minerals that include coating and extender pigments
and absorbents; electronic chemical materials and circuits;
and process technologies, primarily the Asphalt Residual
Treatment (ARTsm) process.
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The Specialty Metal Businesses are engaged in the fabri-
cation of precious metals products, precious metals refining
and precious metals dealing and management.

Information by industry segment follows:

(in thousands) 1986
Net sales
Specialty Chemical Business ..............ceevvvenene $ 665,623
Specialty Metal BUSiness........ccccuvuenierinienens 1,623,908
$2,289,531
Operdting earnings
Specialty Chemical Businesses............cceeueunent $ 76,975
Specialty Metal Businesses ............cc..cevennennen 18,644
95,619
Nonrecurring charge...........ccooveievineiiiinninines —
EQUIty earnings.......coeeeveriienenenerrcurneneniieenenes 4,866
Interest and other expenses, net ...................... (29,317)
Earnings before income taxes ....................... $ 71,168
Identifiable assets
Specialty Chemical Businesses.............cc.c...... $ 607,393
Specialty Metal Businesses.........cccecveeneennens 330,364
Investments and advances ................c.coeeeinl 33,303
General corporate .........oceevveieniiinieeennnennns 72,236
$1,043,296
Capital expenditures, net
Specialty Chemical Businesses....................... $ 40,104
Specialty Metal Businesses ..............oveveuiennns 8,618
General corporate ..........ceceeeueeeiienieinrnenenns 3,602
$ 53,324
Depreciation and depletion
Specialty Chemical Businesses....................... $ 34,237
Specialty Metal Businesses ..........c.ccceeeuenennnns 7,255
General corporate ...........coveeiiiiiinenianenns 1,236
$ 42,728

Sales, operating earnings and identifiable assets by geo-
graphic area follow:

(in thousands) 1986
Total sales
United StateS.....cuivnininiiniiieiiceieiirreeanenes $1,573,066
FOreign......ccuvneeeineiee it eaenes 781,904
2,354,970
Less, interarea transfers
United StateS......cceiuiniiniieiiiirinieneinnennenns 36,843
FOr@IgN. ....uvenineeneiiiiir et verre e eaeenas 28,596
$2,289,531
Operating earnings
United STOTES......ueunineeniiieeeineeeiiereearenns $ 83,560
FOreign. ... ..cceuveeiiiieiiieee e reeeeeeeees 12,059
$ 95,619
Identifiable assets
United StOTES......cvueerininrinierenieieiieieenanss $ 676,425
FOreign.......cemeiiiiii e cer e eanae 333,568
Investments and advances ................c..eeuenes 33,303
$1,043,296
United States export sales.............cccevveevinnnnens $ 234,008

Most of the Company'’s foreign operations are conducted
by European subsidiaries. Interarea transfers are made at
prevailing market prices. The book value of foreign assets
consists mainly of receivables and inventories.

1985

$ 598,218
1,665,479

$2,263,697

$ 62,075
23,163

85,238

3,816
(30,170)
58,884

R4

$ 527,985
330,027
16,399
61,518

$ 935,929

$ 27,223
9,159
6,721

$ 43,103

$ 31,612
6,628
630

$ 38,870

1985

$2,122,443
651,517

2,773,960

411,122
99.141

$2,263,697

$ 75245
9,993

$ 85,238

$ 647,585
271,945
16,399

$ 935,929
$ 205,629

1984

$ 560,304
1,950,670
$2,510,974

$ 65,866
46,345

nzan

$ 40,471

$ 441,615
404,412
13,064
4,084

$ 863,175

$ 36,510
9,328
3,042

$ 48,880

$ 26,023
7,104
80

$ 33,207

1984

$2,070,186

679,438
2,749,624

103,712
134,938

$2,510,974

$ 96,312
15,899

$ 12,211

$ 564,256
285,855
13,064

863,175
173,510

9

23
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TECUMSEH PRODUCTS COMPANY (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 7. Business Segment Data

Business segment data is presented on page 12 of this
report.

BUSINESS SEGMENT DATA
(Dollars in millions)

Industry Segment Information

General

Engine &
Compressor Power Train Other Eliminations

Products Products Products & Corporate Total

1986
Net Sales ..c.oenreiiiii e $450.4 $328.6 $46.0 $ (3.9 $821.1
Operating iNCOME .........ccvuverineneniineieieeenrianannnns 31.9 48.3 4.4 (7.8) 76.8
Identifiable assets ..........coevviiiiiiiiiiiiiiiniinn, 305.6 137.6 22.2 212.1 677.5
Capital expenditures..........ccoouveiieeiinninenenennennnne. 49.7 9.0 2.2 — 60.9
Depreciation......cocueniiiiiiiiiieiee e ereneaenas 18.8 7.9 1.1 — 27.8

1985
Net Sales ....oonenieiiiiiii e 479.4 306.3 48.2 4.9) 829.0
Operating iNCOME .......ovvveeenineienerienneereeeernaannnnes 43.4 47.9 4.6 (7.6) 88.3
Identifiable assets ........c..cccociiiiiiiiiiiiiiiii 254.6 131.9 21.7 226.4 634.6
Capital expenditures...........coooieuiiiiiiiiiineninianen.. 24.6 13.4 A — 38.1
Depreciation........cvuiverriiniiireineicerieneneeneeeanenss 18.0 6.4 1.1 — 25.5

1984
Net SalES ..ouneniitiiiiieni e 542.9 306.4 58.0 (5.4) 901.9
Operating iNCOME .......o.vvverenieenenreneeeenearaaannnes 54.9 44.6 5.2 (5.6) 99.1
Identifiable assefs ..........coccviviiiiiiiiiiiiiiiieeenes 229.8 126.3 25.6 173.9 555.6
Capital expenditures..........ccoovveeeneriienenniienennnns 18.3 6.3 3.0 — 27.6
Depreciation.........ccoooiviniiiiiiii e aeeaees 15.8 5.9 1.3 — 23.0

In 1985 and prior years’ annual reports, power train prod-
ucts (referred to as transaxle products) were grouped with
other products in presenting industry segment data. Follow-
ing a restructuring of management responsibilities within the
Company during 1986, power train and engine products have
been combined for industry segment data presentation and
prior years’ data have been restated.

Operating income for compressor products in 1984 reflects
a nonrecurring expense of $5.5 miillion for closing the Marion,
Ohio facility and transferring its production to other plants.

Sales to a major United States retailer and certain of its
suppliers which manufacture lawn and garden equipment
aggregated 13% of consolidated sales (33% of engine and
power train product sales) in 1986; 12% of consolidated sales

Geographic Segment Information

Net Sales

1986 1985

United SIATES......ucvveniniininiininiinirerniinenrnnennns $754.6 $777.7
FOreIgN. . .v et eeeae 171 106.4
11 (=T -1 TP (50.6) (55.1)
$821.1 $829.0

Export sales by domestic operations were $79.4, $68.2,
and $94.2 million in 1986, 1985, and 1984, respectively.

(34% of engine and power train product sales) in 1985; and
10% of consolidated sales (29% of engine and power train
product sales) in 1984.

The following is a reconciliation between operating income
and income before income taxes:

1986 1985 1984
Operating iNCOME .......ceveuvuneeeniniennenens $76.8 $ 88.3 $ 99.1
Other income, principally interest.............. 9.8 16.0 18.8

Income before income taxes $86.6 $104.3 $117.9

Income Before

Income Taxes Year-End Assets

1984 1986 1985 1984 1986 1985 1984
$850.3 $72.8 90.6 $104.0 $549.1 $528.4 $489.8

101.8 14.0 13.5 14.8 1409 1144 75.1

(50.2) (.2) .2 (9 (12.5) 8.2) 9.3)
$901.9 $86.6 $104.3 $117.9 $677.5 $634.6 $555.6
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H. K. PORTER COMPANY, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Business Segment Information

The Company currently operates in three principal areas:
Industrial Products (Thermoid, Inc.), Electrical Products
(Electrical Division) and Power Transmission Products
(Peerless-Winsmith, Inc.). Industrial Products include various
ducting products and a broad base of rubber products such
as hose, lightweight conveyor and power transmission belt-
ing, roll coverings and rubber bands. Electrical Products in-
clude transformers, transit products and a wide variety of
other current carrying apparatus for utility and industrial ap-
plications. Power Transmission Products include motors,
fans, gear reducers and equipment employing magnetic
forces.

Intersegment sales are insignificant. Identifiable assets by
industry include assets directly identified with those opera-
tions. Corporate assets consist primarily of cash, marketable
securities and corporate aircraft.

Business segment information pertaining to net sales,
operating income and depreciation has been restated for
prior years to reflect the disposition of friction products opera-
tions within the Industrial Products segment as detailed in the
Notes to Consolidated Financial Statements.

For the Years Ended

December 31, 1986 1985 1984
(Thousands of Dollars)
Net Sales
Industrial Products.............. $ 43,198 $ 39,651 $ 43,038
Electrical Products............... 32,251 34,460 22,052
Power Transmission Products . 68,052 44,408 23,140
$143,501 $118,519 $ 88,230
Operating Income
Industrial Products.............. $ 3,667 $ 3,448 $ 5,358
Electrical Products............... 1,647 2,291 466
Power Transmission Products . 2,850 3,901 3,209
Corporate.........oeeeeeennnnns (3,687) (3,812) (3,767)
$ 4,477 $ 5,828 $ 5,266
Identifiable Assets
Industrial Products.............. $ 53,474 $ 21,447 $ 20,196
Electrical Products .............. 9,311 9,214 7,887
Power Transmission Products . 48,942 22,233 5,553
Corporate......c.ccoevevnvnennnnn 23,860 70,986 48,983
Discontinued Segment.......... — — 18,036
$135,587 $123,880 $100,655

Depreciation & Amortization

Industrial Products.............. $ 1,212 §$ 990 $ 766
Electrical Products............... 168 325 346
Power Transmission Products . 4,196 1,762 243
Corporate........coevevvenennns 573 567 586

$ 6,149 $ 3,644 $ 1,941

Capital Expenditures

Industrial Products.............. $ 23,027 $ 2,004 $ 1,200
Electrical Products............... 136 — 4
Power Transmission Products . 9,261 11,517 281
Corporate........cccoeuvvvnnnnenn. — — —

$ 32,424 $ 13,531 $ 1,486

Foreign Operations

UNISYS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

18. Business Segment Information

The Company operates primarily in one business
segment—information systems and related services and
supplies. This segment represents more than 90% of con-
solidated revenue, operating profit and identifiable assets. A
summary of the Company’s operations by geographic area is
presented below:

(Millions) 1986 1985 1984
United States—
Customer revenue ,............. $4,244.1 $2,834.5 $2,862.7
Affiliate revenve................ 749.4 527.6 591.7
Total cevvneneninieceiiieenene, $4,993.6 $3,362.1 $3,454.4
Operating profit................. $ 824 $ 291.7 $ 343.7
Identifiable assets .............. 3,922.9 2,916.6 3,144.0
Europe/Africa—
Customer revenue .............. $1,948.8 $1,169.0 $1,035.3
Affiliate revenue................ 139.7 120.4 136.4
Total covvvveniieiieeeas $2,088.5 $1,289.4 $1,171.7
Operating profit................. $ 201.8 $ 148.9 $ 143.6
Identifiable assets .............. 1,698.1 894.0 729.3
Americas/Pacific—
Customer revenve .............. $1,238.4 $1,034.2 $ 910.3
Affiliate revenue................ 187.2 160.3 151.0
Total v, $1,426.6 $1,194.5 $1,061.3
Operating profit................. $ 99.4 $ 1245 $ 120
Identifiable assets .............. 1,027.1 904.6 807.9

Adjustments and eliminations—
Affiliate revenue................ $(1,076.3) $ (808.3) $ (879.1)

Operating profit................. 21.0 35.9 (11.9)
Identifiable assets .............. (142.0) (274.9) (261.7)
Consolidated—
REVENUE ......oveveeevennnnnnns $7,432.4 $5,037.7 $4,808.3
Operating profit................. $ 404.6 $ 601.0 $ 587.4
General corporate expenses... (226.8) (97.0) (99.1)
Interest expense................ (269.6) (144.5) (125.8)
Income (loss) before income
FOXES . vnvneninrnenerenenenns $ (91.8) $ 359.5 $ 362.5
ldentifiable assets .............. $6,506.1 $4,440.3 $4,419.5
Corporate assets................ 2,902.7 116.1 84.7
Total assets ...........oeenens $9,408.8 $4,556.4 $4,504.2

Sales and transfers between geographic areas are gener-
ally priced to recover cost plus an appropriate markup for
profit. Operating profit is revenue less related costs and direct
and allocated operating expenses, excluding interest and the
unallocated portion of corporate expenses.

Corporate assets are those assets maintained for general
purposes, principally short-term investments, cost in excess
of net assets acquired and corporate facilities.

No single customer accounted for more than 10% of reve-
nue in 1986, 1985 or 1984, except that revenue from various
agencies of the U.S. Government approximated $1,522,
$583 and $528 million in 1986, 1985 and 1984, respectively.



26 Section 1: General

AM INTERNATIONAL, INC. (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 13-Industry Segments and Geographic Areas

The Company is in one line of business. The Company
provides equipment, supplies and services to the worldwide
graphics market covering a broad spectrum of the commer-
cial printing industry. Transfers between geographic areas
are based on “arms-length” prices and are eliminated in the
Consolidated Financial Statements. Financial data by geo-
graphic area are presented below: ($000)

Geographic Areas

United Adjustments
States Europe Other & Elim. Consolidated
Revenues
1986
Revenues from unaffiliated customers...................... $464,901 $149,344 $74,665 $ — $688,910
Inter Gred revenUES .........cc.veeeereieeeneieneeneneenennnns 48,780 8,055 76 (56,911) —
Total revenues .........cuveieiiiiiniiiiiniiiiieneieenenns $513,681 $157,399 $74,741 $(56,911) $688,910
1985
Revenues from undffiliated customers ...................... $431,199 $110,392 $70,153 $ — $611,744
Inter area revenuESs .........cceeveievrinenenenneneneenanenns 42,042 4,946 15 (47,003) —
Total revenues .........coeeeveiveinieninirneneieeinenanes $473,241 $115,338 $70,168 $(47,003) $611,744
1984
Revenues from undffiliated customers...................... $405,273 $116,959 $76,219 $ — $598,451
Inter area revenuUes ........cccvueveeeeeierireieenninnennennns 38,750 4,779 22 (43,551) —
Total FEVENUES .....vnvneiininiiireieieerereriireeeenenes $444,023 $121,738 $76,241 $(43,551) $598,451
Operating Profit*
LR T T $ 26,689 $ 6,398 $ 4,045 $ — $ 37,132
L T 30,545 3,106 2,431 — 36,082
1984, .o 22,916 4,143 3,626 — 30,685
Identifiable Assets*
LR - T PSRt $618,235 $270,305 $41,824 $ —_ $930,364
R 2L U 195,983 61,320 37,013 — 294,316
LT S PPN 190,411 37,679 — 282,181

*Before Corporate expenses and Corporate and other assets.

Net assets and net income outside the United States were
$63,162 and $2,774 in 1986, $27,581 and $335 in 1985 and
$26,718 and $2,088 in 1984.

ABBOTT LABORATORIES (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 10-Industry Segment and Geographic Area Informa-
tion

This information is disclosed on pages 33 and 34 of this
annual report.

INDUSTRY SEGMENT AND GEOGRAPHIC AREA IN-
FORMATION

The Company’s principal business is the discovery, de-
velopment, manufacture, and sale of a broad and diversified
line of human health care products and services. In accord-
ance with Statement of Financial Accounting Standards No.
14 (SFAS 14), these products have been classified into the
following industry segments:

54,091

Pharmaceutical and nutritional products—Included are a
broad line of adult and pediatric pharmaceuticals, nu-
tritionals, vitamins, and hematinics, which are sold primarily
on prescription or recommendation of physicians or other
health care professionals; and personal care products, ag-
ricultural and chemical products, and bulk pharmaceuticals.

Hospital and laboratory products—Included are diagnostic
systems for blood banks, hospital and clinical laboratories,
and alternative care sites; intravenous and irrigating fluids
and related administration equipment; venipuncture prod-
ucts; anesthetics; critical care equipment; and other specialty
products for hospitals, clinical laboratories, and home health
care.

In the following tables, net sales by industry segment and
geographic area include both sales to customers, as reported
in the Consolidated Statement of Earnings, and inter-area
sales (for geographic areas), at sales prices which approxi-
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mate market. Operating earnings, by SFAS 14 definition,
exclude corporate expenses. General corporate assets are
principally Cash and cash items and Investment Securities
Maturing after One Year.

Industry Segments (1)

(dollars in millions) 1986 1985 1984
Net Sales

Pharmaceutical and nutritional ... $2,057 $1,839 $1,706
Hospital and laboratory (2)....... 1,751 1,521 1,398
Total cuvveeieiiiiiiiiieiienes $3,808 $3,360 $3,104

Operating Earnings

Pharmaceutical and nutritional ... $ 651 $ 533 $ 484
Hospital and laboratory (2)....... 259 221 220
Operating Earnings................. 910 754 704
Corporate expenses (3)........... 68 37 34
Interest (income) expense, net... 23 22 24
Earnings Before Taxes ............ $ 819 $ 695 $ 646
Identifiable Assets

Pharmaceutical and nutritional ... $1,288 $1,206 $1,096
Hospital and laboratory ........... 1,599 1,330 1,088
General corporate ................. 979 932 986
Total covvieeiiiiiieeeeeee $3,866  $3,468  $3,170
Capital Expenditures

Pharmaceutical and nutritional ... $ 122 $ 129 $ 165
Hospital and laboratory ........... 256 161 146
General corporate ................. 5 3 24
Total covnieneniiiiieiiiie e $ 383 $ 293 $ 335
Depreciation and Amortization

Pharmaceutical and nutritional ... $ 75 $ 59 $ 54
Hospital and laboratory ........... 124 96 74
General corporate ................. 1 1 1
Total .ccoeneeeniiiiiieeenane, $ 200 $ 156 $ 129

(1) See Note (1) to Geographic Areas.

(2) Domestic 1986, 1985, and 1984 net sales and operating earnings
were affected by cost containment measures by government and private
payers that have slowed the growth rate of hospital and related health
care expenditures.

(3) Corporate expenses includes results from joint ventures, minority
interest charges, and net foreign exchange losses (gains). These
amounts are included in Other (income) expense, net, in the Consoli-
dated Statement of Earnings. Net foreign exchange losses (gains) were
$10.0 million in 1986, ($3.9) million in 1985, and $1.2 million in
1984. Also included is a $16.4 million call premium incurred in 1986 on
the early redemption of the Company’s 11.80% sinking fund deben-
tures, which was partially offset by gains from the sale of certain
investment securities.

Geographic Areas (1) and (2)
(dollars in millions) 1986 1985 1984

Net Sales
United States:

Domestic & export customers (3)  $2,633  $2,410  $2,224
Inter-area.............veevvnvennnn. 247 215 193
Total United States ................ 2,880 2,625 2,417
Latin America..........cccvennenen. 153 155 148
Europe, Mideast & Africa......... 638 480 425
Pacific, Far East & Canada ....... 384 315 307
Eliminations...........cccceevvnennn (247) (215) (193)
Total e, $3,808 $3,360 $3,104
Operating Earnings

United States (3)............ccen.u. $ 709 $ 600 $ 562
Latin America .........coovveenennns 19 27 18
Europe, Mideast & Africa......... 131 85 84
Pacific, Far East & Canada ....... 51 39 38
Eliminations...........cccecvneenene. —_— 3 2
Total ceeenieiieeeieeeeeeaes $ 910 $ 754 $ 704
Identifiable Assets, Excluding

General Corporate Assets

United StateS........coeovuvninenens $2,070 $1,811 $1,615
Latin America..........ccevvvennens 116 132 16
Europe, Mideast & Africa......... 453 381 269
Pacific, Far East & Canada ....... 257 221 192
Eliminations.........coeeeivveennnns 9) 9 (8)
Total .uvveneiieeeeeeeeeienne, $2,887 $2,536 $2,184

(1) Net sales and operating earnings in 1986 were favorably im-
pacted by the weakening of the U.S. dollar, while 1985 was adversely
impacted by the strengthening of the U.S. Dollar.

(2) The Company has a domestic manufacturing facility which pro-
duces semiprocessed pharmaceuticals primarily for foreign subsidiaries
to finish and sell. The sales of the finished products, operating earnings,
and identifiable assets which are associated with this operation have
been included in the appropriate foreign area.

(3) See Note (2) to Industry Segments.

H. B. FULLER COMPANY (NOV)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

14. Business Segment Information

The Company is a manufacturer of specialty chemical
products, which includes the formulation, compounding and
marketing of adhesives, sealants, coatings, paints, specialty
waxes, sanitizing chemicals and other specialty chemical
products. The Company considers its manufacturing of spe-
cialty chemical and related products to be its dominant indus-
try segment. This segment is served commonly by
corporate/regional service departments including manufac-
turing, administration, research and development and
marketing services.

The segment uses many common raw materials which are
either petroleum-based or of a nonsynthetic nature. The
segment is not capital intensive and the manufacturing
facilities and raw materials are relatively interchangeable and
are not, in general, highly specialized.

Operating earnings are net sales less operating costs and
expenses pertaining to specific geographic areas.
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A summary of Company operations by geographic areas
for the years ended November 30, 1986, 1985 and 1984 is as

follows:
United Latin Elimi- Consoli-
(In thousands) States America Europe Other nations dated
1986 '
Sales to unaffiliated customers................oooveeiiniiiinns $304,021 68,457 117,235 38,758 —  $528,471
Intercompany SalEs .........coevverininenrnirenriieiereirnraens 6,854 — 10,737 19,111 (36,690) 12
Total net sales ........ccoeveiveniiiieiiiinireireeeeeeianees $310,875 68,457 127,972 57,869 (36,690) $528,483
Operating eamings ..........cccveuveeeeeneniueeninriiinnnnnnanss $ 17,385 10,759 6,766 4,573 — $ 39,483
INterest EXPENSE .....cuvvvririeeieiiineernerenraereraneeanenennens (6,208)
General INCOME ....c.vvininiiiiieiiiiii e e e e eenaens 564
Earnings from continuing operations before income taxes and
MINOFity INErestS ... .eveiiiiieii it e ieee e eeeneeinens $ 33,839
Identifiable GSSES .........cceviiieiiiiiiiie e eas $135,581 56,412 70,313 28,025 (8,462) $281,869
General corporate asSets .........eiieviiivniiiieeenereneneans 7,010
Investment in affiliates ...............cocociiiiies 2,301
Total OSSETS .ovuvnenenireiiei it e eee e e eneaes $291,180
1985
Sales to unaffiliated customers...............ocooiiiiiiiiiint. $283,024 63,681 82,617 28,124 —  $457,446
Intercompany Sales .........cveveneninierineeieniierireniaaeeens ' 4,734 — 8,055 23,094 (35,392) 491
Total net SaleS ......ounvneneeniiiniiie i $287,758 63,681 90,672 51,218 (35,392) $457,937
Operating €amings ...........ovcueeueeneeniinrenieenisnienanns $ 15,960 10,414 1,367 2,992 — $ 30,733
INTErest XPENSE.......eevueerrrerriineerrereeenrarnneraenensens (7,627)
General INCOME ......ccovnuirrrnenininiereeiiieeciieneiieeeenns 528
Earnings from continuing operations before income taxes and
MINOritY INErestS ...o.uireiriiriniineeieeineieneeneneenenns $ 23,634
Identifiable assets ............... ettt tereeaarr e taeaaanae $129,509 52,234 52,686 24,828 (13,192) $246,065
General corporate assets .......coooveveeeeieeeieieneninnaenenes 5,544
Investment in affiliates...........c.cooeeiiiiiiiiii, 1,962
TOMA GSSEES ...ovveeeeeieeieeeeeeieeee e e erneenieesaanns $253,571
1984
Sales to unaffiliated customers.........c..ccccoveeiiiiiniin. $277,846 60,269 91,458 16,944 —  $446,517
Intercompany Sales ........o.vveeevuiriererenreneiaeeieeaeeaenens 6,717 — 8,073 17,709 (31,032) 1,467
Total net SaleS ......ceninivriniiiiiriiiinrnieiereeeenens $284,563 60,269 99,531 34,653 (31,032) $447,984
Operating eamings ...........oveeieuieernnreenneeernneeieeennnes $ 15,127 10,210 3,755 3,087 —  $32,179
INtErest EXPENSE ......ovvvuiirreeerrrineernneernaeenneennaeannns (8,894)
General INCOME .....cocuiniiiiniiiiiiieirer e eeeaeenens 844
Earnings from continuing operations before income taxes and
MINOFITY INTEESES .. evvvvveeiereriineerrrrinerereinseeernaenes $ 24,129
Identifiable assers ........c.oiviiiiiiiiiiii e $118,855 51,252 45,410 20,968 (10,097) $226,388
General corporate asSets ...........cveeeeueuenenenineneneninenns 3,59
Investment in affiliates ..........cooiieiiiniiiii e 6,510
TOMAl GSSETS ...evvueerreeerrreneriiieeesieerrerernnearaaneeens $236,489

The net earnings of non-U.S. subsidiaries included in the
Consolidated Financial Statements were $9,848,000,
$6,289,000 and $6,618,000 for the years ended November
30, 1986, 1985 and 1984, respectively.

The parent Company’s equity in non-U.S. consolidated
subsidiaries was $65,869,000, $47,901,000 and
$43,531,000 at November 30, 1986, 1985 and 1984, respec-
tively.
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NL INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in thousands, except per share data)

21. Business Segment Reporting

The Company operates principally in four industry
groups—Dirilling fluids and related specialized engineering
services (called collectively “Baroid”), Information Services
(comprising NL Sperry-Sun, NL Baroid Logging Systems and
NL McCullough), Oilfield Services (comprising NL Treating
Chemicals, NL Acme Tool and NL Hycalog) and Oilfield
Equipment (comprising NL Shaffer and NL Atlas Bradford).
Sales between industry groups and geographical areas as
well as to affiliated units are accounted for at values which
approximate similar sales to unaffiliated customers. Sales
within industry groups and geographic areas have been
eliminated.

Data by Industry Groups
for the years ended

December 31, 1986 1985 1984
Sales:
Baroid...........covunenenn. $ 245,012 $ 382,680 $ 391,249
Information services...... 137,380 225,043 245,949
Oilfield services........... 83,156 128,171 131,722
Oilfield equipment ........ 83,766 123,189 118,373

$ 549,314 $ 859,083 $ 887,293
Operating Income (Loss):

Baroid........c.cceeuenennnn $ (23,881) % 29,323 $ 35,574
Information services...... (74,006) (49,192) (33,903)
Oilfield services........... (15,796) 9,288 1,122
Oilfield equipment ........ (12,527) 3,668 6,435
General corporate ........ 14,622 (11,366) (17,007)
Interest expense.......... (30,011) (34,153) (41,529)
Charges from asset dis-

posals (Note q)......... (224,621) —  (196,700)

$(366,220) $ (52,432) $ (246,008)
Identifiable Assets:

Baroid..........oceuvennies $ 257,319 $ 443,144 $ 464,416

Information services...... 135,249 212,174 256,280
Oilfield services........... 60,779 81,592 89,093
Oilfield equipment ........ 108,023 201,468 219,992
General corporate ........ 243,321 208,135 220,829
Discontinued net assets .. 345,259 266,363 309,887

$1,149,950 $1,412,876 $1,560,497
Capital Expenditures:

Baroid...........ccceeneenl $ 4,833 % 14,397 $ 14,801
Information services....... 14,616 41,916 32,997
Oilfield services........... 2,590 8,861 7,276
Oilfield equipment ........ 799 964 1,212
General corporate ........ 1,661 1,762 1,146

$ 24,499 $ 67,900 $ 57,432

Depreciation and depletion:

Baroid..........cceeeunenen. $ 20,523 $ 22,361 $ 22,738
Information services...... 26,696 31,304 31,559
Oilfield services........... 11,007 13,122 20,950
Oilfield equipment ........ 11,041 12,499 17,774
General corporate ........ 6,814 5,437 4,580

$ 76,081 $§ 84,833 $ 97,601

Operating income (loss) (revenues less operating ex-
penses) shown for the four operating industry groups, and for
the geographic areas, does not include deductions for gen-
eral corporate expenses (net), interest expense, charges
from asset disposals or income taxes. Assets shown by in-
dustry grouping and geographical area are those assets that
are used in the Company’s operations in each such industry
and area. Corporate assets, which are not allocated, repre-
sent principally cash, property and other investments and
receivables. Certain financial data for companies accounted
for on an equity basis are included for each applicable indus-
try group and geographical area.

Data by Geographical Areas
for the years ended

December 31, 1986 1985 1984
Sales:
United States.............. $ 324,588 $ 590,197 $ 631,126
Europe .......cvvveeinnen 150,793 176,352 155,684
Canada.........cccoenenenen 15,465 26,467 22,769
Other........ccvvvnenennnnnn 88,608 109,013 110,727
Eliminations................ (30,140) (42,946) (33,013)
$ 549,314 $ 859,083 $887,293
Operating Income (Loss):
United States.............. $ (116,574) $ (42,004) $ (25,569)
Europe ..........coenenenens (18,076) 18,378 12,930
Canada........c.ovvvenenenn (361) 602 (342)
Other....c.cvvvvenenennnnn. 8,801 16,111 22,209
General corporate ........ 14,622 (11,366) (17,007)
Interest expense.......... (30,011) (34,153) (41,529)
Charges from asset dis-
posals (Note a)......... (224,621) —_ (196,700)

$ (366,220) $ (52,432) $ (246,008)

Identifiable Assets:

United States.............. $ 386,983 $ 704,443 $ 717,723
Europe .......cecvvenenenin 93,578 126,706 152,091
Canada.........coeevvnennns 14,709 21,123 25,556
Other....ccovvvveveninnnnns 66,100 86,106 134,41
General corporate ........ 243,321 208,135 220,829
Discontinued net assets .. 345,259 266,363 309,887

$1,149,950 $1,412,876 $1,560,497
Capital Expenditures:

United States.............. $ 17,402 $ 56,919 $ 40,294
Europe ......ccoveenininen 4,390 6,709 9,071
Canada..........ccenenenens 307 1,060 1,029
Other.....ccccevvenvnnnnne. 739 1,450 5,892
General corporate ........ 1,661 1,762 1,146

$ 24,499 $ 67,900 $ 57,432

Depreciation:

United States.............. $ 55880 $ 63,981 $ 78,741
Europe ......ccoevininnnine 9,489 9,113 7,649
Canada..........eennneen.e. 629 656 642
Other......c.ccovveveenenne. 3,269 5,536 5,989
General corporate ........ 6,814 5,547 4,580

$ 76,081 $ 84,833 $ 97,601

Note (a): The Company recorded charges totalling $224,621 and
$196,683 in 1986 and 1984, respectively, representing a writedown in
the carrying value of certain petroleum service assets and the cost of
other restructuring activities (see Note 19).
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Major Customers

ACME PRECISION PRODUCTS, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(8) Business Segment Data

The Company operates in one business segment. The
Company is engaged primarily in the design and manufac-
ture of machine tools together with related cutting tools and
industrial automation equipment.

The Company has no foreign operations, and export sales
are not significant. The Company distributes its products di-
rectly and is not dependent upon any single customer. How-
ever, sales to four customers in 1986, 1985 and 1984 each
represented 10% or more of consolidated sales. Specifically,
sales to General Motors Corporation amounted to
$30,850,000 in 1986, $9,018,000 in 1985 and $12,287,000 in
1984; sales to Chrysler Corporation in 1986 amounted to
$12,768,000; sales to Ford Motor Company amounted to
$16,337,000 in 1985 and $5,276,000 in 1984 and sales to
United Technologies amounted to $5,877,000 in 1984.

BALL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS (DEC)

Operating Segment Information (In Part)

The company’s major customers and principal facilities are
located within the United States. The company’s principal
operating segment, packaging products, includes primarily
commercial glass, home food preservation products and beer
and soft drink cans and ends. Sales of commercial glass and
home food preservation products accounted for approxi-
mately 21% of annual consolidated sales in each of the past
three years. Beer and soft drink can and end sales accounted
for approximately 50% of consolidated sales in each of the
past three years.

Packaging products segment sales to Anheuser-Bush ac-
counted for approximately 22%, 28% and 28% of consoli-
dated sales for the years 1986, 1985 and 1984, respectively.
Sales to various agencies of the United States government
accounted for approximately 17% of consolidated sales in
each of the past three years, of which approximately 90% in
each year was attributable to the technical products segment
and the remainder primarily to the industrial products seg-
ment.

A three year summary of financial information by segments
is presented below. Additional information regarding operat-
ing units and products is reported within Management’s Dis-
cussion and Analysis of Operations on pages 39 to 43 of this
report.

BRIGGS & STRATTON CORPORATION (JUN)
NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(4) Industry Segments:

Certain information concerning the Company’s industry
segments is presented below (in thousands of dollars):

Year Ended June 30

1986 1985 1984
Sales—
Engines and parts............... $685,259 $660,199 $615,337
LOCKS. «ueueeeetarneneneeeneanens 60,572 57,574 55,856
$745,831 $717,773 $671,193
Income From Operations—
Engines and parts............... $ 58,310 $ 58,796 $ 58,578
LOCKS.cenerereneriranrnnennennne 2,385 “900 3,804
$ 60,695 $ 59.696 $ 62,382
Assets—
Engines and parts............... $339,726 $335,816 $310,772
LOCKS.«.eveeeneeeieeeeeneinens 32,160 31,368 34,576
Unallocated...................... 64,736 44,414 72,432
$436,622 $411,598 $417,780
Depreciation Expense—
Engines and parts............... $ 19,805 $ 16,586 $ 15,799
LockS..ovrrriiiieeiiiniinenee 1,703 1,328 1,311
$ 21,508 $ 17,914 $ 17,110
Expenditures for Plant and Equip-
ment—
Engines and parfs............... $ 42,736 $ 55,492 $ 32,915
LOCKS...uvneeeneniieicieeenenenes 3,552 2,951 3,212
$ 46,288 $ 58,443 $ 36,127

Unallocated assets include cash, certificates of deposit,
prepaid employee health care and other assets. Export sales

- for fiscal 1986 were $118,799,000 (16% of total sales), for

fiscal 1985 were $98,863,000 (14%) and for fiscal 1984 were
$95,708,000 (14%). These sales were principally to custom-
ers in European countries and Canada.

Sales were made to two major engine customers in
amounts exceeding 10% of total sales. Sales to one of these
customers totaled $97,591,000 (13% of total sales) in fiscal
1986, $94,780,000 (13%) in fiscal 1985 and $79,219,000
(12%) in fiscal 1984. Sales to the other major customer to-
taled $82,402,000 (11% of total sales) in fiscal 1986,
$75,861,000 (11%) in fiscal 1984, with an amount less than
10% in fiscal year 1985.

HARMON INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

8. Business Segment Information

The Company and its subsidiaries operate in one reporta-
ble segment, as defined under Financial Accounting Stan-
dards Board Statement No. 14, “Financial Accounting for
Segments of a Business Enterprise.” That segment consists
of various products sold primarily to the railroad industry.

Three customers accounted for approximately $7,358,000,
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$6,105,000 and $5,546,000 of net sales during the year
ended December 31, 1986. Three customers accounted for
approximately $8,644,000, $7,643,000 and $7,153,000 of net
sales during the year ended December 31, 1985. Three cus-
tomers accounted for approximately $7,845,000, $6,472,000
and $6,403,000 of net sales during the year ended December
31, 1984,

ROWE FURNITURE CORPORATION (NOV)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 11. Business Segment and Major Customer Informa-
tion

The Company and its subsidiaries have only one business
segment, the manufacture and sale of household furniture.
Shipments to one customer, as a percent of net shipments,
amounted to 17% in 1986, 16% in 1985 and 15% in 1984.

Export Sales

THE BOEING COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 13 — Industry Segment Information

The Company operates principally in three industries: (1)
Commercial Transportation Products and Services, (2) Mili-
tary Transportation Products and Related Systems and (3)
Missiles and Space. Operations in the commercial transpor-
tation segment involve development, production and market-
ing of such equipment (principally commercial jet transports)
and providing related support services primarily to commer-
cial customers. Operations in Military Transportation Prod-
ucts and Related Systems involve development and produc-
tion of such products for the U.S. Government and foreign
governments. Missiles and Space operations primarily in-
volve research, development and production of various
strategic and tactical missiles and space exploration prod-
ucts, principally for the U.S. Government.

Foreign sales by geographic area, consisting principally of
export sales, for the years ended December 31 consisted of:

1986 1985 1984

ASIO ..o, $3,575 $3,190 $1,574
BUMOPE ...oveiviniiiiiiiiien s 2,263 1,822 1,287
(01T T U 871 472 151
Western Hemisphere .................... 431 322 293
AFFICO e 190 55 316
$7,330 $5,861 $3,621

Military sales were approximately 29%, 22% and 5% of
total sales in Asia for 1986, 1985 and 1984, respectively,
consisting principally of Airborne Warning and Control Sys-
tem (AWACS) program sales to Saudi Arabia. Military sales
were approximately 6%, 5% and 33% of total sales in Europe
for 1986, 1985 and 1984, respectively. Exclusive of these
amounts, sales of Military transportation Products and Mis-
siles and Space were principally to the U.S. Government.

Financial information by industry segment for the three
years ended December 31, 1986 is summarized on page 38.

Revenues consist of sales plus other income applicable to
the respective segments. Corporate income consists princi-
pally of interest income from corporate investments. Corpo-
rate expense consists of interest on debt and other assets
consist principally of cash and short-term investments.

BOWATER INCORPORATED (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Segment and Geographic Information

Information concerning the Company’s business segments
for the three years ended December 31, 1986, appears on
page 24.

Sales and operating income for the three years ended De-
cember 31, 1986, and identifiable assets at the end of each of
those years, classified by geographic area, were as follows:
Canada Consolidated

(In thousands) United States

1986

Sales to unoffiliated customers $ 811,713 $107,977 $ 919,690

Operating income............... $ 101,091 $ 22,925 $ 124,016
Identifiable assets ............. $1,453,934 $146,731 $1,600,665
1985

Sales to unoffiliated customers $ 810,281 $ 93,723 $ 904,004
Operating income............... $ 120,511 $ 15,486 $ 135,997
Identifiable assets ............. $1,189,775 $125,261 $1,315,036
1984

Sales to unaffiliated customers $ 806,263 $ 81,399 $ 887,662
Operating income .............. $ 125,940 $ 11,204 $ 137,144
Identifiable assets ............. $ 918,244 $114,451 $1,032,695

Major Customers

In 1986, 1985 and 1984, there was one customer to whom
sales of newsprint represented 11.4 percent, 11.5 percent
and 11.9 percent of total sales, respectively.

Export Sales

The breakdown of total export sales by major country is as
follows:

(In thousands) 1986 1985 1984
FIONCE .ovvvevininineiieenenenns $17,729 $14,820 $ 16,861
Venezuela .........cccevnennenens 5,286 7,128 10,816
West Germany ................... 9,475 7,333 12,074
Netherlands ...................... 16,867 11,342 16,596
ChinG...ooveieee e — — 14,710
EQypt.. e —_ — 12,895
Englond ........cooeiviiiininnnnne. 11,127 4,308 5,187
MexXiCo ...covnviriiiiiineennnnns 2,419 3,276 2,246
Brazil ..ocvvvnininiiiiiiiiiienns 11,873 — 7,012
(0] 1171 S 23,014 18,561 29,965
Total export sales ............... $97,790 $66,768  $128,362
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THE PENN CENTRAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS
24. Segment Information

Segment information is included in the Management's Dis-
cussion and Analysis of Financial Condition and Results of
Operations section of this report on pages 12 and 13 and is
an integral part of these financial statements.

MANAGEMENT'S DISCUSSION
Segment Information

Electronics, Defense

and Telecommunications

Electronic/

Electrical Federal Telecommu- Diversified
(Dollars in Millions) Consolidated Components Systems nications Energy Industries
Net Sales
1986, .. ceiiieiininreirerer e eieeaas $2,387.9 $449.1 $367.6 $654.8 $552.0 $364.4
1985 it 2,527.3 492.1 351.7 549.8 613.6 520.1
1984.... i, 2,569.1 5711 346.0 318.0 677.1 656.9
Export Sales (included above)
1986, cneeiiniiiiiiier i 51.6 0 7.8 7.9 — 28.9
1985 et 81.6 2 6.9 5.2 — 60.3
1984 ... i, 67.1 5 8.1 1.2 — 42.3
Operating Income (Loss)
1986...iineiiiiieiieieiere e, (171.3) (154.5) 18.8 63.3 133.6 (232.5)
1985 . i 222.5 (38.3) 25.3 52.5 121.7 61.3
1984, 297.2 43.6 23.8 24.2 ma 94.5
Identifiable Assets
1986, et 1,527.5 475.8 169.7 529.1 191.7 161.2
1985, e 2,400.2 578.7 165.6 506.5 640.6 508.8
1984 .. 2,497.7 619.6 160.7 367.9 663.0 686.5
Depreciation and Amortization
1986 ittt e, 125.2 36.9 12.0 20.0 35.4 20.9
1985 i 128.1 34.4 11.6 17.4 36.9 27.8
1984, .. 120.9 29.6 10.4 13.2 38.7 29.0
Capital Expenditures (additions to property,
plant and equipment)
1986
Business acquired...............c.ce...... 1.1 — — .8 .3 —
Other.....coiveeiiiireiiieeiieeeeienns 118.1 39.2 8.6 23.1 40.9 6.3
119.2 39.2 8.6 23.9 4.2 6.3
1985
Business acquired..............ccoeene..n. 60.0 — — 32.0 24.3 3.7
Other....cooveeiiiiiiiiiiiiecieeaeee 121.6 42.8 9.9 18.4 36.7 13.8
181.6 42.8 9.9 50.4 61.0 17.5
1984
Businesses acquired...........ccceeeuunen. 35.8 21.3 3.1 — 7.8 3.6
Other....ccoceeveiiiiiiiiieiiieenenee 133.0 52.3 12.8 8.3 33.3 26.3
168.8 73.6 15.9 8.3 4.1 29.9

The realignment of 1984 and 1985 segment data to con-
form to current presentation primarily included the reclassifi-
cation of operations which provided support services to the
nuclear industry, which were designated as Federal Systems
in prior periods, to the Diversified Industries segment.

Intersegment sales are not material for industry segments.

Operating income does not include gains on sales of sub-
sidiaries. The results of operations of acquired companies

are included from the effective dates of acquisition and the
results of operations for the Company’s divestitures are in-
cluded through the effective dates of the transactions. See
Notes 3 and 5 of Notes to Financial Statements.

In 1986, operating income (loss) for Electronics, Telecom-
munications and Diversified Industries segments includes
charges of $136.6, $5.0 and $267.3 million, respectively, for
asset write-downs and costs associated with restructuring
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certain operations. See Note 4 of Notes to Financial
Statements.

In 1986, operating income (loss) for Energy, Electronics
and Telecommunications segments includes gains of $7.5,
$13.9 and $25.0 million, respectively, recorded in connection
with the termination of certain defined benefit pension plans.
See Note 14 of Notes to Financial Statements.

Sales to the Federal government accounted for 12.9%,
11.3% and 13.1% of the Company’s net sales in 1986, 1985
and 1984, respectively, and are primarily included in the
Federal Systems segment.

Identifiable assets represent the assets used in each seg-
ment's operations at December 31 of the respective years
and do not include corporate assets of $1,405.0, $473.7 and
268.5 million at December 31, 1986, 1985 and 1984, respec-
tively. Corporate assets consist primarily of cash and tem-
porary investments, businesses held for sale and other in-
vestments.

AMETEK, INC.

FINANCIAL INFORMATION BY SEGMENTS AND EX-
PORT SALES

(In thousands)

Net sales 1986 1985 1984
Electro-mechanical............... $232,592 $176,180 $175,889
Process Equipment............... 47,568 55,931 48,929
Precision instruments............ 143,240 133,827 133,252
Industrial Materials.............. 145,093 136,851 145,856
Total consolidated ............ $568,493 $502,789 $503,926
Operating profit
Electro-mechanical............... $ 27,243 $ 34,739 $ 30,757
Process Equipment............... 4,190 5,509 6,942
Precision Instruments............ 18,695 19,781 22,842
Industrial Materials.............. 18,561 22,513 26,194
Segment operating profit..... 68,689 82,542 86,735

Corporate, administrative, re-
search and net interest ex-
PENSES ..oeuernreneeneneanenenns (14,225) (20,774) (17,059)
Income before taxes.......... $ 54,464 $ 61,768 $ 69,676
Export sales by geographic area
(included above)

EUrope «uvvveeeiiieceiienenes $ 26,703 $ 20,429 $ 21,382
Canada......oeeenveeeniienenene. 18,659 16,663 15,205
Other.....cccveeiviieiiienennn, 15,677 10,789 8,997

Total export sales ............ $ 61,039 $ 47,881 $ 45,584

Identifiable assets (Used by each
segment at December 31)

Electro-mechanical............... $110,875 $119,458 $ 63,172
Process Equipment............... 20,144 27,018 29,930
Precision Instruments............ 74,626 78,788 63,133
Industrial Materials.............. 81,289 76,277 69,242

Total segments................ 286,934 301,541 225,477

Corporate (Principally cash and
equivalents and investments) 224,888 99,090 111,585

Total consolidated ............ $511,822 $400,631 $337,062
Additions to property, plant and

equipment
Electro-mechanical............... $ 13,840 $ 18,959 $ 4,545
Process Equipment............... 530 300 2,173
Precision Instruments............ 3,261 6,116 3,159
Industrial Materials.............. 7,729 8,463 8,543

Total segments................ 25,360 33,838 18,420
Corporate.........coceeuenenennne. 351 499 116

Total consolidated ............ $ 25,711 $ 34,337 $ 18,536
Depreciation and amortization
Electro-mechanical............... $12523 $ 4,834 $ 3,672
Process Equipment............... 1,243 1,327 1,263
Precision Instruments............ 5,015 3,764 3,529
Industrial Materials.............. 7,071 6,893 7,474

Total segments................ 25,852 16,818 15,938
Corporate........cccveeneneennnnns 386 83 61

Total consolidated ............ $ 26,238 $ 16,901 $ 15,999
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NATURAL BUSINESS YEAR

For years, the accounting and legal professions, printers,
the Securities and Exchange Commission, and others in-
terested in various aspects of the year-end bottleneck have
advocated that companies adopt a natural business year. A
natural business year is the period of 12 consecutive months
which ends when a business’s activities have reached the
lowest point in its annual cycle. In many instances, the
natural business year of a company is December 31.

Table 1-4 summarizes, by the month in which a fiscal year
ends, the fiscal year endings of the survey companies. For
tabulation purposes, if a fiscal year ended in the first week of
a month, the fiscal year was considered to have ended in the
preceding month.

One hundred twenty-four survey companies use a 52-53
week fiscal year.

During 1986, six companies changed the date of their fiscal
year end. Examples of such changes and examples of fiscal
year definitions follow.

Change in Date of Fiscal Year Ending

CAPITAL CITIES/ABC, INC.

Consolidated Balance Sheet

December 28, 1986 and December 31, 1985
(Dollars in thousands)

Consolidated Statement of Income

Years ended December 28, 1986 and December 31, 1985 and 1984
(Dollars in thousands except per share amounts)

Consolidated Statement of Stockholders’ Equity

Years ended December 28, 1986 and December 31, 1985 and 1984
(Dollars in thousands)

Consolidated Statement of Changes in Financial Posi-
tion

Years ended December 28, 1986 and December 31, 1985 and 1984
(Dollars in thousands)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Accounting Policies

Reporting Year—Beginning in 1986, the Company
changed its reporting year from a calendar year to a fiscal
year ending the Sunday closest to December 31.

Report of Certified Public Accountants

The Board of Directors and Shareholders
Capital Cities/ABC, Inc.

We have examined the accompanying consolidated bal-
ance sheet of Capital Cities/ABC, Inc. at December 28, 1986
and December 31, 1985, and the consolidated statements of
income, stockholders’ equity and changes in financial posi-

TABLE 1-4: MONTH OF FISCAL YEAR END

1986 1985 1984 1983

January ..o.oeeeieniiennnins 23 24 25 25
February ..................L. 15 16 12 12
March ......ocovininnaniee. N 12 13 13
April o 5 5 6 6
May .oooviniiiiiiiiiien 16 14 13 13
June oo, 43 43 40 37
Wy 14 16 16 17
August ...ooeoiiiiiiininen.. 18 20 20 23
September ................... 36 39 39 39
October ........ccceevenenenne 23 26 28 25
November ................... 15 1 14 13

Subtotal ......coceeeiniennee. 219 226 226 223
December .................... 381 374 374 377

Total Companies............c...... 600 600 600 600

tion for each of the three years in the period ended December
28, 1986. Our examinations were made in accordance with
generally accepted auditing standards and, accordingly, in-
cluded such tests of the accounting records and such other
auditing procedures as we considered necessary in the cir-
cumstances.

In our opinion, the statements mentioned above present
fairly the consolidated financial position of Capital Cities/
ABC, Inc. at December 28, 1986 and December 31, 1985,
and the consolidated results of operations and changes in
financial position for each of the three years in the period
ended December 28, 1986, in conformity with generally ac-
cepted accounting principles applied on a consistent basis
during the period.

MUNSINGWEAR, INC.

Consolidated Balance Sheets

January 3,  December 31,
1987 1985

Consolidated Statements of Operations

Years Ended
January 3, December 31, December 31,
1987 1985 1984

Consolidated Statements of Changes in Financial Posi-
tion

Years Ended
January 3, December 31, December 31,
1987 1985 1984

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

A (In Part): Summary of Significant Accounting Policies

Fiscal Year: Beginning in 1986, the Company changed its
fiscal year-end from December 31 to the first Saturday follow-
ing December 31.
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Report of Independent Accountants

The Board of Directors and Stockholders
Munsingwear, Inc.

We have examined the consolidated balance sheet of
Munsingwear, Inc. and subsidiaries as of January 3, 1987
and December 31, 1985 and the related consolidated
statements of operations, changes in financial position and
changes in stockholders equity for each of the three years in
the period ended January 3, 1987. Our examinations were
made in accordance with generally accepted auditing stan-
dards and, accordingly, included such tests of the accounting
records and such other auditing procedures as we consid-
ered necessary in the circumstances.

In our opinion the financial statements referred to above
present fairly the consolidated financial position of Mun-
singwear, Inc. and subsidiaries at January 3, 1987 and De-
cember 31, 1985 and the consolidated results of their opera-
tions and the changes in their financial position for each of
the three years in the period ended January 3, 1987 in con-
formity with generally accepted accounting principles which,
except for the changes, with which we concur, in the method
of costing outlet store inventories and the method of deter-
mining pension expense as described in Notes G and M,
respectively, to the financial statements, have been applied
on a consistent basis.

WEST POINT-PEPPERELL, INC.

Balance Sheet
September 27, 1986 and August 31, 1985

Statement of Income

For the Years Ended September 27, 1986, August 31,
1985, and August 25, 1984

Statement of Shareholders’ Equity

For the Years Ended September 27, 1986, August 31,
1985, and August 25, 1984 ‘

Statement of Changes in Financial Position

For the Years Ended September 27, 1986, August 31,
1985, and August 25, 1984

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note A: Basis of Presentation

The consolidated financial statements include the ac-
counts of West Point-Pepperell, Inc. and all significant
wholly-owned subsidiaries. All material intercompany ac-
counts and transactions have been eliminated. Certain items
in 1985 have been reclassified to conform with the current
year presentation.

Effective with fiscal year 1986, the Company has changed
its fiscal year end from the last Saturday in August to the last
Saturday in September. Accordingly, the financial statements
for fiscal year 1986 represent the 12 month period ended
September 27, 1986. See Note K for the results of the month
ended September 28, 1985.

Note K: Results for the Month Ended September 28, 1985

Due to the change in the Company’s fiscal year end as
described in Note A, the primary financial statements include
results for the twelve months ended September 27, 1986.
Condensed consolidated results for the month ended Sep-
tember 28, 1985 are as follows (in thousands except earn-
ings per share):

Statement of Income

SalES .ot e e $98,619
Cost of goods sold..........c.coeveniiiinieniniininnnnen. 73,931
Depreciation and amortization................c......... 3,740
Selling and administrative expenses ................... 13,940
Interest expense.........ccoeveviiiiiiiiiiiiieinen, 1,042
Income before income taxes..............c.coevenininen 5,966
INCOME TAXES..e.eninennieiniininiiiiniiineieiieenienes 2,586
Net iNCOME .....ovnieeeieii e, $ 3,380
Net income per share .........ccccviviiiiiiinininen, $ .33
Statement of Changes in Financial Position
Funds provided by:
Operations:
Net iNCOME ......ceuenreriiniirieniienrenenenees $ 3,380
Depreciation and amortization.................... 3,740
Deferred items........ccevvvvinineinineenennnenn, 644
Total from operations .......................... 7,784
Increase in Federal income tax payable ............ 1,628
Decrease in inventories ..............cceevenenenenene 1,309
Other transactions—net........ccccvvvvenieennrnennn. 443
Total funds provided...........ccooeveveinennnn 11,164
Funds used:
Capital expenditures..........coceevvvniiveiniennnas 1,674
Increase in accounts receivable ..................... 8,945
Decrease in notes payable...............cocuvenenne. 1,000
Total funds used ........coeevviriniiiieneninin, 11,619
Decrease in €ash ..........oceeeeiciiiiiiiiniieenenennne. $ 455

Report of Certified Public Accountants

The Board of Directors and Shareholders
West Point-Pepperell, Inc.

We have examined the accompanying consolidated bal-
ance sheets of West Point-Pepperell, Inc. at September 27,
1986 and August 31, 1985, and the related consolidated
statements of income, shareholders’ equity and changes in
financial position for the years ended September 27, 1986,
August 31, 1985 and August 25, 1984, and for the month
ended September 28, 1985 presented in Note K to the con-
solidated financial statements. Our examinations were made
in accordance with generally accepted auditing standards
and, accordingly, included such tests of the accounting rec-
ords and such other auditing procedures as we considered
necessary in the circumstances.

In our opinion, the statements mentioned above present
fairly the consolidated financial position of West Point-
Pepperell, Inc. at September 27, 1986 and August 31, 1985,
and the consolidated results of operations and changes in
financial position for the years ended September 27, 1986,
August 31, 1985 and August 25, 1984, and for the month
ended September 28, 1985, in conformity with generally ac-
cepted accounting principles applied on a consistent basis
during the period.
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Definition of Fiscal Year
BROWN GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note A (In Part): Summary of Significant Accounting Poli-
cies
Accounting Period

The corporations’s fiscal year is the 52 or 53-week period
ending the Saturday nearest to October 31. Fiscal years
1986, 1985 and 1984 ended on November 1, 1986,
November 2, 1985 and November 3, 1984, respectively. The
year 1984 included 53 weeks; 1985 and 1986 each included
52 weeks.

As a result of retailing becoming a greater portion of the
corporation’s business, Brown Group’s fiscal year-end is
being changed from October to January. The year-ending
January, 1988 will be referred to as fiscal 1987.

FEDERAL PAPER BOARD COMPANY, INC.

NOTES TO FINANCIAL STATEMENTS

Note 1 (In Part): Summary of Significant Accounting Poli-
cies
Fiscal Year

The Company’s fiscal year is comprised of 52 or 53 weeks,
ending on the Saturday nearest December 31. Quarterly re-
ports to shareholders are issued as of the end of the 12th,
24th, and 36th weeks of each fiscal year. The 1986 fiscal
year which ended on January 3, 1987, includes 53 weeks.
The 1985 and 1984 fiscal years, which ended on December
28, 1985 and December 29, 1984, respectively, include 52
weeks.

H. J. HEINZ COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Significant Accounting Policies

Fiscal Year: The company operates on a fiscal year ending
the Wednesday nearest April 30. Fiscal years for the financial
statements included herein ended April 30, 1986, May 1,
1985, and May 2, 1984.

HUNT MANUFACTURING CO.

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Summary of Significant Accounting Policies

Fiscal Year: The Company'’s fiscal year ends on the Sun-
- day nearest the end of November. Fiscal year 1986 ended on
November 30, 1986; fiscal year 1985 ended December 1,
1985; and fiscal year 1984 ended December 2, 1984. Fiscal
years 1986 and 1985 comprised 52 weeks; fiscal year 1984
comprised 53 weeks.

JOHNSON & JOHNSON

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (In Part): Summary of Significant Accounting Poli-
cies
Annual Closing Date

The Company follows the concept of a fiscal year which
ends on the Sunday nearest to the end of the month of De-
cember. Normally each fiscal year consists of 52 weeks, but
every five or six years, the fiscal year consists of 53 weeks.
For 1987, the Sunday closest to the end of December is
January 3, 1988. Johnson & Johnson’s 1987 fiscal year will
end on that date and will consist of 53 weeks.

THORN APPLE VALLEY, INC.

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS ,

1 (In Part): Summary of significant accounting policies

Fiscal year:

The Company’s fiscal year is reported on a 52/53-week
period which ends on the last Friday in May. The fiscal years
ended May 30, 1986 and May 25, 1984 are for 52-week

periods, and the fiscal year ended May 31, 1985 is for a
53-week period.

ROUNDING OF AMOUNTS

Table 1-5 shows that most of the survey companies state
financial statement amounts in either thousands or millions of
dollars.

TABLE 1-5: ROUNDING OF AMOUNTS

1986 1985 1984 1983

Yo nearest dollar ............ 62 66 72 75
To nearest thousand dollars:
Omitting 000.............. 367 363 357 363
Presenting 000 ........... 45 44 50 54
To nearest million dollars... 126 127 21 108
Total Companies..........cocounee. 600 600 600 600
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COMPARATIVE FINANCIAL STATEMENTS

Rule 14c¢-3 of the Securities Exchange Act of 1934 requires
that annual reports to stockholders should include compara-
tive balance sheets, and statements of income and changes
in financial position for each of the 3 most recent fiscal years.
All of the survey companies are registered with the Securities
and Exchange Commission and conformed to the aforemen-
tioned requirements of Rule 14c-3.

Usually the income statement is the first financial state-
ment presented and is followed by either a balance sheet
(272 companies) or a statement showing changes in retained
earnings (109 companies). The respective totals for 1985
were 252 and 106. 179 companies presented the balance
sheet as the first financial statement followed by an income
statement. The corresponding total for 1985 was 177.

Prior to 1986, the financial statements, with rare exception,
were presented on consecutive pages. In 1986, 24 survey
companies did not present their financial statements on con-
secutive pages but interspersed the Management's Discus-
sion and Analysis of Financial Condition among the financial
statements by having comments discussing the content of a
financial statement follow the presentation of a financial
statement. Such interspersed material was not covered by an
auditors’ report and was not presented in lieu of notes.

NOTES TO FINANCIAL STATEMENTS

Securities and Exchange Commission Regulations S-X
and S-K, Section 545 of Statement on Auditing Standards
No. 1, and SAS No 32 state the need for adequate disclosure
in financial statements. Normally the financial statements
alone cannot present all information necessary for adequate
disclosure but must make reference to appended notes
which disclose information of the sort listed below:

Changes in accounting principles.
Any material retroactive adjustments.
Long-term lease agreements.

Assets subject to lien.

Preferred stock data.

Pension and retirement plans.

Restrictions on the availability of retained earnings for
cash dividend purposes.

Contingencies and commitments.
Depreciation and depletion policies.
Stock option or stock purchase plans.
Consolidation policies.

Business combinations.

Computation of earnings per share.
Subsequent events.

Quarterly data.

Segment information.

TABLE 1-6: NOTES TO FINANCIAL STATEMENTS

1986 1985 1984 1983

General reference only...... 355 345 335 333
General and direct refer-

ONCES wevvvnenennennenees 236 246 258 259
Direct reference only........ 5 6 4 4
No reference to notes........ 4 3 3 4

Total Companies.............c.... 600 600 600 600

Table 1-6 summarizes the manner in which financial
statements refer to notes. Notes on specific topics are illus-
trated in this publication in the sections dealing with such
topics.

DISCLOSURE OF ACCOUNTING POLICIES

APB Opinion No. 22 states a conclusion of the Accounting
Principles Board “that information about the accounting poli-
cies adopted by a reporting entity is essential for financial
statements users . . . (and) should be included as an integral
part of the financial statements.” Opinion No. 22 sets forth
guidelines as to the content and format of disclosures of ac-
counting policies.

Table 1-7 shows the nature of information frequently dis-
closed in summaries of accounting policies and the number
of survey companies disclosing such information. Examples
of summaries of accounting policies follow.

TABLE 1-7: DISCLOSURE OF ACCOUNTING
POLICIES

Number of Companies
1986 1985 1984 1983

Consolidation basis .......... 579 584 581 580
Depreciation methods ....... 579 580 580 582
Inventory pricing............. 554 557 556 560
Interperiod tax allocation ... 510 532 530 533
Property .........cceeeennnnns 493 496 497 481
Earnings per share calcula-

111+, TP 400 393 375 376
Amortization of intangibles . 309 304 294 292
Employee benefits ........... 243 274 281 308
Translation of foreign cur-

TENCY..oueeninenneannnannnnn 235 236 261 268
Research and development

COSHS .ooeniiiiiiienens 113 124 145 142
Capitalization of interest .... 61 78 86 93
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AMERICAN STANDARD INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 1: Accounting Policies
Consolidation

The financial statements include on a consolidated basis
the results of all majority-owned subsidiaries. All material in-
tercompany transactions are eliminated. Investments in as-
sociated companies are included at cost plus the Company’s
equity in their net income.

Translation of Foreign Financial Statements

Assets and liabilities of most foreign operations are trans-
lated at year-end rates of exchange, and the income
statements are translated at the average rates of exchange
for the year. Gains or losses resulting from translating foreign
currency financial statements are accumulated in a separate
component of stockholders’ equity until the entity is sold or
substantially liquidated.

Gains or losses resulting from foreign currency transac-
tions (transactions denominated in a currency other than the
entity’s local currency) are generally included in net income.
For operations in countries that have high rates of inflation
(Brazil and Mexico), gains and losses from translating assets
and liabilities at year-end rates of exchange, except for inven-
tories and facilities, which are translated at historical rates,
are included in net income.

" Inventories

Inventory costs are determined by the use of the last-in,
first-out (LIFO) method on a worldwide basis, and inventories
are stated at the.lower of such cost or realizable value. The
LIFO carrying value of inventories on the balance sheet is
substantially below current cost.

Facilities

The Company capitalizes in the facilities accounts costs,
including interest during construction, of fixed asset
additions, improvements, and betterments that add to pro-
ductive capacity or extend the asset life. Maintenance and
repair expenditures are charged against income. The bene-
fits from investment tax credits are taken as a reduction of
taxes on income in the year they arise. Significant foreign
investment grants are amortized into income over the period
of benefit.

Goodwill

Goodwill, principally from the acquisition of The Trane
Company in 1984, represents the excess of the purchase
price over the fair market value of the net assets acquired.
Goodwill is being amortized over 40 years.

Warranties

The Company provides for estimated warranty costs at the
time of sale. Warranty obligations beyond one year are clas-
sified in other long-term liabilities.

Leases

The asset values of capitalized leases are included with
facilities, and the associated liabilities are included with long-
term debt.

Post-Employment Benefits

Pension benefits are provided for substantially all em-
ployees of the Company, both in the United States and
abroad. In the U.S. the Company also provides various

post-employment health care and life insurance benefits for
some of its employees.

Until 1985 the Company recognized the cost of providing
post-employment health care and life insurance benefits
when paid, except that these costs were fully accrued for
plant shutdowns and discontinued operations. In 1985 the
Company changed its accounting policy whereby these costs
for ongoing operations are accrued utilizing actuarial
methods and assumptions consistent with the Company’s
method of accounting for pensions. Although general prac-
tice is to account for these costs on a cash basis, the Com-
pany believes this change provides a better matching of cur-
rent costs with current revenues.

Effective January 1, 1986, the Company adopted State-
ment of Financial Accounting Standards No. 87, “Employers’
Accounting for Pensions,” and applied similar principles for
all other post-employment benefits.

Depreciation

Depreciation and amortization are computed on the
straight-line method based on the estimated useful life of the
asset or asset group.

Income Taxes

The Company provides for United States taxes on foreign
earnings expected to be repatriated. Future income tax bene-
fits represent tax effects of expense items, such as foreign
LIFO inventory adjustments and post-employment benefits,
deducted iri the determination of pretax income for financial
statement purposes that will be deducted for tax purposes in
later years. Deferred taxes on income are primarily due to tax
depreciation deductions in excess of depreciation reported in
the financial statements.

THE BLACK & DECKER CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Thousands of dollars except per share data)

1: Summary of Accounting Policies

Fiscal Year: The Corporation’s fiscal year ends on the last
Sunday in September. The fiscal years ended September 28,
1986, September 29, 1985 and September 30, 1984, com-
prised 52, 52 and 53 weeks, respectively.

Principles of Consolidation: The consolidated financial
statements include the accounts of the Corporation and its
subsidiaries. Intercompany transactions have been elimi-
nated.

Reclassifications: Certain prior years’ amounts in the con-
solidated financial statements have been reclassified to con-
form to the presentation used for 1986.

Foreign Currency Translation: The financial position and
results of operations of substantially all of the Corporation’s
foreign subsidiaries are measured using local currency as the
functional currency except those subsidiaries located in
highly inflationary economies, in which case the U.S. dollar is
the functional currency. For subsidiaries other than those lo-
cated in highly inflationary economies, assets and liabilities
are translated at the rates of exchange on the balance sheet
date. The resultant translation gains or losses are included in
the component of stockholders’ equity designated as equity
adjustment from translation. Income and expense items of
these subsidiaries are translated at average monthly rates of
exchange. Gains and losses from foreign currency transac-
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tions of these subsidiaries are included in net earnings. For
subsidiaries operating in highly inflationary economies, gains
and losses on foreign currency transactions and balance
sheet translation adjustments are included in net earnings.

Marketable Securities: Marketable securities are valued at
cost, which approximates market.

Inventories: Inventories are stated at the lower of cost or
market. The cost of United States inventories is based on the
last-in, first-out (LIFO) method; all other inventories are
based on the first-in, first-out (FIFO) method.

Property and Depreciation: Property, plant and equipment
is stated at cost except for certain assets written down to net
realizable value as part of the 1985 manufacturing capacity
reduction plan. Depreciation is computed generally on the
straight-line method for financial reporting purposes and on
both accelerated and straight-line methods for tax reporting
purposes. Depreciation expense charged to operations was
$93,112 in 1986, $82,711 in 1985 and $60,995 in 1984.

Goodwill and Other Intangibles: Goodwill and other intan-
gibles are amortized on the straight-line basis over periods
ranging up to 20 years.

Sale of Accounts Receivable: During August and Sep-
tember 1985 and 1984, the Corporation sold accounts re-
ceivable subject to immaterial recourse provisions. Net pro-
ceeds to the Corporation were $154,867 and $87,159, re-
spectively. The Corporation retained the servicing responsi-
bility for these receivables. No receivables were sold during
1986. The Corporation has reclassified the effect of the sale
of receivables in both 1985 and 1984 as a financing activity in
the Consolidated Statement of Changes in Financial Posi-
tion. Accordingly, the change in accounts receivable for those
years represents the change exclusive of the sale of receiva-
bles.

Debt: The Corporation and certain of its subsidiaries partic-
ipate in various intercompany back-to-back loan agreements
with banks whereby funds are borrowed and, concurrently,
funds are deposited by the Corporation and certain sub-
sidiaries to support the loans. In the event of default under
these arrangements, a legal right of offset permits the use of
the deposit to satisfy the defaulted principal and interest.
Since the mutual right of offset exists, debt and the equivalent
deposits have been eliminated from the balance sheet. Re-
lated interest income and interest expense also have been
eliminated.

Product Development Costs: Costs associated with the
development of new products and changes to existing prod-
ucts are charged to operations as incurred ($39,686 in 1986,
$36,030 in 1985 and $28,802 in 1984).

Income Taxes: United States income taxes have not been
provided on unremitted earnings of subsidiaries located out-
side the United States as such earnings are considered to be
permanently reinvested. Investment tax credits are ac-
counted for on the flow-through method.

Earnings Per Share: Earnings per share is based on the
average number of shares outstanding during each year.
Fully diluted earnings per share is not materially different.

ADOLPH COORS COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1: Summary of Accounting Policies

Principles of consolidation: The consolidated financial
statements include the accounts of Adolph Coors Company
and all domestic and foreign subsidiaries (the Company). All
significant intercompany accounts and transactions have
been eliminated.

Short-term interest bearing investments: Short-term inter-
est bearing investments consist of certificates of deposit and
other income producing securities of less than one-year
maturity. These investments are readily convertible to cash,
and are stated at cost which approximates market.

Inventories: Inventories are stated at the lower of cost or
market. Cost is determined by the last-in, fitst-out (LIFO)
method for substantially all inventories.

Current cost, as determined principally on the first-in, first-
out method, exceeded LIFO cost by $57,432,000 and
$56,630,000 at December 28, 1986 and December 29, 1985,
respectively.

Returnable containers: Bottles are in inventory at cost and
expensed as used due to their limited lives. Kegs, which are
classified as properties, are depreciated over their estimated
useful lives.

Properties: Expenditures for new facilities and significant
betterments of existing properties are capitalized at cost. The
Company has engineering and construction staffs responsi-
ble for the majority of plant expansion projects and installa-
tion of machinery and equipment. Capitalized costs of pro-
jects undertaken internally consist of direct materials, labor
and allocated overhead. Maintenance and repairs are ex-
pensed as incurred.

Depreciation is computed principally on the straight-line
method at rates considered sufficient to amortize costs over
estimated service lives.

The Company has oil, gas and coal properties to provide
sources of energy for its own use and for sale to unaffiliated
customers. The costs of acquisition, exploration and de-
velopment of natural resource properties are accounted for
under the successful efforts method. Productive properties
are amortized on the unit of production method.

Excess of cost over net assets of businesses acquired: The
excess of cost over the net assets of business acquired in
transactions accounted for as purchases is being amortized
on a straight-line basis, generally over a 40-year period.

Research and project development: Expenditures for re-
search and development are charged to operations as in-
curred. Project costs, primarily feasibility and conceptual
studies, are also charged to expense as incurred.

Income taxes: Investment tax credits ($2,000,000 in 1986,
$4,000,000 in 1985 and $9,600,000 in 1984) are recorded on
the flow-through method of accounting whereby they are
applied as a reduction of income tax expense in the year the
properties generating such credits are placed in service or
are claimed on qualified progress expenditures.

Net income per share: Net income per share is based on
the weighted average number of shares of common stock
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outstanding during each year. Except for voting, both classes
of common stock have the same rights and privileges.

Fiscal year: The fiscal year of the Company is a 52- or
53-week period ending on the last Sunday in December.

KERR GLASS MANUFACTURING CORPORATION
(DEC) :

NOTES TO FINANCIAL STATEMENTS

Note 1: Summary of Significant Accounting Policies
Inventories

Inventories are valued at the lower of cost or market, de-
termined by the first-in, first-out method.

Depreciation, Maintenance and Repairs

Depreciation of property, plant and equipment is provided
primarily by the use of the straight-line method over the esti-
mated useful lives of the assets. The principal estimated use-
ful lifes used in computing the depreciation provisions are as
follows:

Buildings and improvements
Machinery and equipment
Furniture and equipment

5 to 50 years
3 to 25 years
3 to 12 years

When properties are retired, or otherwise disposed of, the
cost and related accumulated depreciation are removed from
the accounts, and the resulting gain or loss is credited or
charged to operations. The policy of the Company is to
charge amounts expended for maintenance and repairs to
expense and to capitalize expenditures for major replace-
ments and betterments.

Debt Issuance Costs

Debt issuance costs are being amortized by the use of the
straight-line method over the terms of the related debt
agreements.

Investment Tax Credits

Investment tax credits are accounted for by use of the
flow-through method as a reduction of federal income taxes
in the year in which the credits arise. The Tax Reform Act of
1986 eliminated investment tax credits as of January 1, 1986
except for certain credits allowed pursuant to transitional pro-
visions of the Act.

Earnings (Loss) Per Common Share

Primary net earnings (loss) per common share are based
on the weighted average number of common shares out-
standing and are after Preferred Stock dividend require-
ments.

Fully diluted net earnings (loss) per common share are
further adjusted to reflect when dilutive, 1) the incremental
common shares issuable upon the assumed exercise of out-
standing stock options, and 2) the assumed conversion of the
Class B Preferred Stock, Series D and the elimination of the
related Preferred Stock dividends. Antidilution occurred in
1986, 1985 and 1984.

Financial Statement Reclassification and Presentation

Certain reclassifications have been made to prior years’
financial statements to conform to the 1986 presentation.

In 1986, the Company is presenting Statements of Cash

Flow. In prior years, the company had presented Statements
of Changes in Financial Position. Prior years’ statements
have been conformed to the 1986 presentation.

POLAROID CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1. Summary of Significant Accounting Policies

Principles of Consolidation: The consolidated financial
statements include the accounts of the domestic and foreign
subsidiaries, all of which are wholly owned. Intercompany
accounts and transactions are eliminated.

Statement of Changes in Financial Position: The Company
has changed the format of its consolidated statement of
changes in financial position from a working capital to a cash
flow presentation. Management believes that the cash flow
format provides a more meaningful presentation. Prior years
amounts have been reformatted to conform with the current
year presentation.

Short-term Investments: Short-term investments are car-
ried at cost which approximates market.

Inventories: Inventories are valued on a first-in, first-out
basis at the lower of standard cost (which approximates ac-
tual cost) or market value. Market value is determined by
replacement cost or net realizable value.

Income Taxes: Income tax provisions are made at appro-
priate rates for all taxable items included in the consolidated
statement of earnings regardless of the period for which such
items are reported for tax purposes. Provision is made for
U.S. income taxes on the earnings of foreign subsidiaries
which are in excess of amounts being held for reinvestment
in overseas operations.

Property, Plant and Equipment: The cost of buildings, ma-
chinery and equipment is depreciated, primarily by acceler-
ated depreciation methods, over the estimated useful lives of
such assets as follows: buildings, 20-40 years; machinery
and equipment, 3-12 years.

Foreign Currency Translation: The Company’s foreign op-
erations are most appropriately measured by reflecting finan-
cial results of these operations as if they had taken place
within a U.S. dollar based economic environment. Inventory,
property, plant and equipment, cost of goods sold and depre-
ciation are remeasured from foreign currencies to U.S. dol-
lars at historical exchange rates. All other accounts are trans-
lated at current exchange rates. Gains and losses resulting
from remeasurement are included in income.

Pension Plan: Effective January 1, 1986, the Company and
its subsidiaries in the United Kingdom and the Netherlands
adopted Financial Accounting Standards Board Statement
No. 87, “Employers Accounting for Pensions”. Pension ac-
counting information is disclosed in Note 9 to Consclidated
Financial Statements.

Patents and Trademarks: Patents and trademarks are val-
ued at $1.

Product Warranty: Estimated product warranty costs are
accrued at the time the products are sold.

Earnings Per Share: Earnings per share of common stock
are based on the weighted average number of shares out-
standing.
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THE STANDARD OIL COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

Note A: Major Accounting and Financial Reporting Poli-
cies

Reclassification: The December 31, 1985, Balance Sheet
reflects the reclassification of certain accruals, which were
established for losses on disposition, shutdown and modifica-
tion of operations, from long-term obligations to net property,
plant and equipment. Certain other amounts in previously
issued financial statements have been reclassified to con-
form to 1986 presentations.

Consolidation: Majority-owned joint-venture financing and
mining companies and the Company’s 33.34% undivided
interest in the trans-Alaska pipeline are consolidated on a pro
rata basis. The Company’s investment in Standard Oil Fi-
nance Company, a wholly-owned finance subsidiary, and
operations which it has decided to divest are accounted for
using the equity method. The Company fully consolidates in
its financial statements the accounts of all other significant
subsidiaries in which it owns more than 50% of the voting
stock.

Inventories: Inventories are stated at cost, but not in ex-
cess of net realizable value. The cost of inventories is deter-
mined primarily on the last-in, first-out method, except for
foreign product inventories and materials and supplies for
which cost is determined using the first-in, first-out or average
cost method.

Exploration and Development

Petroleum: The successful efforts method of accounting is
followed for costs incurred in oil and gas exploration and
development operations.

Property acquisition costs for unproved oil and gas prop-
erties are initially capitalized. The acquisition costs for indi-
vidually significant unproved properties are assessed at least
annually on a property-by-property basis, and any impair-
ment in value is recognized currently. The acquisition costs of
all other unproved properties that are not individually signifi-
cant (“pooled properties”) are aggregated, and the portion of
such properties estimated to be nonproductive based on past
experience are amortized over their weighted average ex-
pected holding period. Revisions of estimates that affect
pooled properties are generally accounted for prospectively
using revised amortization rates. However, current period in-
come may be charged if a material, unusual event results in a
significant change in expected exploration activities. Costs of
properties surrendered are charged against the applicable
valuation allowance.

Exploratory drilling costs are initially capitalized. If and
when exploratory wells are determined to be nonproductive,
the related costs are charged to expense. Other exploration
costs, including geological, geophysical and carrying costs,
are charged to expense as incurred.

When a property is determined to contain proved reserves,
property acquisition costs and related exploratory drilling
costs of successful wells are transferred to proved properties.

Development costs of proved properties, including produc-
ing wells and related facilities and any development dry
holes, are capitalized.

Coal and Metals Mining: Exploration and development ex-
penditures are generally charged to expense as incurred until
a decision is made to develop a mineral reserve. Expendi-
tures to bring new properties into production and major ex-
penditures of a nonrecurring nature are deferred and amor-
tized ratably over the production benefited. Expenditures for
continuing development required to maintain production are
charged to expense as incurred.

Property, Plant and Equipment

Depreciation, Depletion and Amortization Costs: Deprecia-
tion of the trans-Alaska pipeline is computed by the unit-of-
throughput method based on estimated applicable proved
crude oil reserves. Depletion and depreciation of proved oil
and gas properties and depletion of mine development costs,
mineral lands and leaseholds are computed for each oil
and/or gas reservoir or mine using the unit-of-production
method based on applicable reserves. Other property, plant
and equipment is depreciated principally by the straight-line
method over estimated useful lives which are revised period-
ically based on experience.

Dismantlement, Restoration and Reclamation Costs: The
estimated future costs of dismantling, restoring and reclaim-
ing certain major properties and facilities, less estimated re-
sidual values, are accrued during operations.

Capitalized Interest: Interest costs incurred in connection
with significant expenditures for the construction or acquisi-
tion of property, plant and equipment are capitalized.

Property Disposition: Upon disposition of property, plant
and equipment, the asset cost and related accumulated de-
preciation are eliminated from the respective accounts. Any
gain or loss is included in current operations, except those
related to dispositions of pipeline property and partial disposi-
tions of oil and gas properties which are normally recorded as
adjustments to the accumulated depreciation account.

Impairment: Except for impairment of unproved oil and gas
properties discussed above, reductions in the utility of major
units of property, plant and equipment, which the Company
intends to hold and operate, caused by obsolescence due to
technological, economic or other changes are generally rec-
ognized over the remaining productive lives of the assets.
However, if it is determined that the book value of property,
plant and equipment exceeds future estimated cash flows
(undiscounted) over the remaining productive life of the as-
set, such excess is charged to expense in the period of de-
termination. Property, plant and equipment held for divest-
ment is written down to estimated net realizable value to the
extent it is less than net book value.

Warrants and Indexed Debt Instruments: Proceeds from
the issuance of warrants and the contingent payment portion
of indexed debt instruments are deferred and recorded as
long-term liabilities. Subsequently, the deferred liability is
valued at the higher of premium received or market (the dif-
ference between the applicable commodity or other market
value and the exercise price of the warrant or indexed debt
instrument) until the warrant or indexed instrument is either
exercised or expires.

Earnings Per Share: Earnings per share of common stock
is based on the weighted average number of common shares
outstanding and shares to which the special stock is equiva-
lent.
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ACCOUNTING CHANGES

APB Opinion No. 20 “defines various types of accounting
changes and establishes guides for determining the manner
of reporting each type.” Table 1-8 lists the accounting
changes disclosed in the 1986 annual reports of the survey
companies. As indicated in Table 1-8, the most frequently
disclosed change related to pension plans with 266 com-
panies disclosing early compliance with Statement of Finan-
cial Accounting Standards No. 87.

Examples of accounting changes follow. Additional exam-
ples of accounting changes related to pension plans or involv-
ing a restatement of prior years financial statements are pre-
sented in connection with Table 3-8 or Table 4-3, respec-
tively.

CHANGE IN ACCOUNTING ESTIMATES

BROWNING-FERRIS INDUSTRIES, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

12 (In Part): Income Taxes

During 1986, the Company concluded that development
and expansion of its foreign business would require that a
portion of the undistributed earnings of foreign subsidiaries
be reinvested indefinitely outside the United States. Accord-
ingly, U.S. federal income taxes of $6.5 million provided in
fiscal years 1983 through 1986 were removed from the de-
ferred tax liability account and federal income tax expense for
fiscal year 1986 was reduced by a corresponding amount.

A. H. ROBINS COMPANY, INCORPORATED (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Intangible Assets

Excess of cost over net assets of subsidiaries acquired
after October 31, 1970 is being amortized over a period of 40
years or less. Effective January 1, 1986, the Company began
amortizing excess cost of $19.5 million relating to companies
acquired prior to November 1, 1970. The effect of this change
was to decrease net earnings for the year 1986 by $1.7 mil-
lion, or 7 cents per share. Expenditures for development of
patents are charged to expense as incurred. Patents pur-
chased and trademarks are being amortized over their de-
terminable lives.

TIME INCORPORATED (DEC)

NOTES TO FINANCIAL STATEMENTS

Change in Estimate

In the first quarter of 1986, the Company changed the rate
of amortization of its pay-TV programming costs to more
closely reflect audience viewing patterns. The effect of this
change was to reduce programming costs by $57 million for
1986, thereby increasing net income and earnings per share
by $31 million and $.49, respectively.

TABLE 1-8: ACCOUNTING CHANGES

Number of Companies

1986 1985 1984 1983
SFAS 87 adopted ............ 266 17 — —
Actuarial assumptions ....... 102 104 118 83
Actuarial cost method ....... 3 38 20 19
Reporting entity.............. 9 5 9 9
SFAS 86 adopted ............ 8 4 — —
Successful efforts method
adopted.......oeneninnnnt 6 2 — —
Taxes on undistributed earn-
ings disconfinued ......... 4 — — 2
Depreciation method......... 3 7 4 5
Depreciable lives ............ 3 3 3 6
LIFO method adopted or ex-
tended ........ccenvnenennn 10 4 6
Other inventory changes .... 4 9 7 4
Investment credit ............ — 2 3 2
Foreign currency translation — — 12 64
Other—described ........... 16 13 16 11

WESTVACO CORPORATION (OCT)

NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies (In Part)

Depreciation and amortization: The cost of plant and
equipment, including those acquired under capital leases, is
depreciated over the estimated useful lives of most assets by
use of the straight-line method. For certain major projects,
the units-of-production method is used until a planned level of
production is reasonably sustained. In 1986, the company
revised the estimated useful lives of certain assets. This re-
sulted in increasing net income for the year by $6 million or
$.15 per share. The cost of standing timber is charged to
income as timber is cut at rates determined annually based
on the relationship of unamortized timber costs to the esti-
mated volume of recoverable timber.

CHANGE IN ACCOUNTING PRINCIPLES

Prior Period Financial Statements Restated

CBI INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Thousands of dollars, except per share amounts)

2. Change to Successful Efforts Accounting Method

During the second quarter of 1986, CBI changed its
method of accounting for oil and gas exploration and de-
velopment costs from the full cost method to the successful
efforts method. Accordingly, the financial statements for prior
years have been restated, reflecting the retroactive applica-
tion of the successful efforts method. Although the full cost
method continues to be acceptable, the Financial Accounting
Standards Board has expressed a preference for the suc-
cessful efforts method and CBI believes this method provides
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a better measure of the results of its exploration and de-
velopment activities. Under successful efforts accounting,
expenditures for unsuccessful exploration activities are ex-
pensed currently, while under the full cost method such ex-
penditures are capitalized and amortized over the life of the
proven reserves.

The change to the successful efforts method resulted in an
increase of $369 ($.02 per share) in the net loss previously
reported in 1985 and a decrease of $4,174 ($.23 per share) in
the net income previously reported in 1984. Retained earn-
ings at January 1, 1984 was reduced by $8,308 ($.48 per
share), reflecting the cumulative effect of the change on prior
periods.

If the full cost method of accounting had been used for the
year ended December 31, 1986, reported net income, and
income before extraordinary credit would have been de-
creased by $18,717 ($.86 per share). At December 31, 1986,
the book value of proven oil and gas reserves exceeded the
discounted future net revenues by $13,523.

INTERNATIONAL MINERALS & CHEMICAL
CORPORATION

Consolidated Statement of Changes in Shareholders’
Equity (In Part)

Capital

Pre- in excess
Common ferred of Par Retained
Stock  Stock Value Earnings

(In millions)

Balance, June 30, 1983, as

previously reported........... $137.9 $10.0 $17.5 $894.9
Cumuldtive effect of change in

method of accounting for in-

VeNTOrY «vvenineeeiiiiennns 16.3
Balance, June 30, 1983, as re-

stated......covuiivinininennnnns 137.9 10.0 17.5  911.2

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in millions except per share amounts)

Accounting Policies (In Part)
Inventories

Inventories are stated at the lower of cost or market (net
realizable value). In the fourth quarter of 1986, the Company
changed its method of determining cost of certain domestic
product inventories from the last-in, first-out (LIFO) method.
Cost for all inventories is now determined on a cumulative
annual average or first-in, first-out (FIFO) basis. Financial
statements for prior years have been restated to reflect this
change.

Product Inventories (In Part):

In the fourth quarter of 1986, IMC changed its method of
determining cost of certain domestic product inventories from
the LIFO cost method to a cumulative annual average cost
method. Management believes this cost method will result in
a fairer presentation of inventories while maintaining an ap-
propriate matching of costs with revenues.

Financial statements of prior years have been restated to
reflect this change. As a result, retained earnings have been
increased by $16.3.million as of July 1, 1984. The effect of

the restatement was to increase (decrease) operating results
and per common share amounts as follows:

1986 1985 1984

Per Per Per
Adjust- Common Adjust- Common Adjust- Common

ment  Share ment Share ment  Share
Continuing opera-
tions ........... $1.5 $.05 $1.2 $.04 $(1.5) $(.05)
Discontinued op-
erations........ (1.3) (.04) .5 .02 1
$ .2 $.01 $1.7 $.06 $(1.4) $(.05)

Cumulative Effect Shown On Income Statement

NATIONAL SEMICONDUCTOR CORPORATION
(MAY)

Consolidated Statements of Operations
(in millions, except per share amounts)

1986 1985 1984
Earnings (Loss) before extraordinary
credit and cumulative effect of ac-
counting change............ccceuennee. $(148.3) $34.4  $56.2

Extraordinary credit—tax benefit re-
sulting from utilization of operating
loss carryforwards.................... 5.6 8.8 7.8
Earnings (Loss) before cumulative effect
of accounting change.................
Cumulative effect for years prior to
1986 of changing revenue recogni-
tion policy on distributor shipments
(net of tax effect of $14.8 million). 51.2 — —

(142.7) 43.2 64.0

Net earnings (I0SS) .......evvvvvnnnenens $ (91.5) $43.2 $64.0
Earnings (Loss) per share:
Earnings (Loss) before extraordinary
credit and cumulative effect of ac-
counting change.................... $ (1.73) $0.38  $0.66
Extraordinary credit .................. 0.06 0.10 0.09

Earnings (Loss) before cumulative ef-

fect of accounting change.........

Cumulative effect of changing reve-
nue recognition policy on dis-

tributor shipments ................. 0.57 — —

Net earnings (LOSS)..........ccevuenennn. $ (1.10) $0.48 $0.75

(1.67) 0.48 0.75

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 2. Accounting Change: Revenue Recognition on Dis-
tributor Shipments

In 1981, the Company adopted an accounting method
which deferred the recognition of revenue on sales to dis-
tributors until final sale by the distributor. Since that time a
clearly predictable pattern of returns from distributors and
allowances to distributors has emerged. Consequently, the
Company has changed its accounting method from deferring
such revenue to recognizing revenue when products are
shipped to distributors. The Company believes that the rec-
ognition of revenue at the time of shipment results in a more
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meaningful measurement of operations. Appropriate accru-
als for returns from distributors and for allowances granted to
them are established at the time of shipment.

The following table presents certain information as re-
ported in the financial statements and on a pro forma basis as
though the new revenue recognition method had been
applied in fiscal years 1984 and 1985:

As reported in financial statements:

(in millions, except per

share amounts) 1986 1985 1984
Earnings (Loss) before extraordinary

credit and cumulative effect of ac-

counting change....................... $(148.3) $34.4  $56.2
Extraordinary credit ..................... 5.6 8.8 7.8
Cumulative effect of accounting change 51.2 — —
Net earnings (10sS) .............cuuunen. $ (91.5) $43.2 $64.0
Earnings (Loss) per share:
Earnings (Loss) before extraordinary

credit and cumulative effect of ac-

counting change....................... $(1.73) $0.38 $0.66
Extraordinary credit ..................... 0.06 0.10 0.09
Cumulative effect of accounting change 0.57 — —
Net earnings (l0sS) .......cccuvenennnn... $ (1.10) $0.48 $0.75

Pro forma amounts assuming the new revenue recognition
method had been applied in fiscal years 1984 and 1985:

(in millions, except per

share amounts) 1986 1985 1984
Earnings (Loss) before extraordinary

credit ..oeeeieieeas $(148.3)  $30.1 $82.9
Extraordinary credit ..................... 5.6 8.8 7.8
Net earnings (10sS) ........c.ceeuvnannnn. $(142.7) $38.9  $90.7
Earnings (Loss) per share:
Earnings (Loss) before extraordinary

credit ..o $ (1.73) $0.34 $0.97
Extraordinary credit ..................... 0.06 0.10 0.09
Net earnings (loss) .............cccuenee. $(.67) $ .44 $1.06

THE TIMKEN COMPANY (DEC)

Consolidated Statements of Income

1986 1985 1984
(Thousands of dollars, except per share data)

Income (Loss) Before Extraordinary
ltem and Cumulative Effects of Ac-

counting Changes ..................... $(82,738) $(6,966) $46,057
Extraordinary item—foreign tax credit
carryforward utilized ................. 0 3,063 0

Cumuldtive effects of accounting
changes on prior years:
Depreciation (Net of income taxes of
$46,544) .....ceniiieiniiiinennn, 59,473 0 0
Gain on pension fermination/
reestablishment (Net of income

taxes of $22,149)................. 26,001 0 0
Net Income (LOSS)........ceeveervnrnenens $ 2,736 $(3,903) $46,057
Earnings per share:
Income (loss) before extraordinary
item and cumulative effects of ac-
counting changes .................. $ (6.70) $ (.58) $ 3.91
Extraordinary item.................... 0 .26 0
Cumulative effects of accounting
changes on prior years:
Depreciation.............cccceuenen. 4.81 0 0
Gain on pension termination/
reestablishment ................. 2.1 0 0
Net income (loss) per share ......... $ .22 $ (32) $ 3.9

Pro forma amounts assuming the ac-
counting change for depreciation had
been applied retroactively:

Income (loss) before extraordinary

(1121 | N $(82,738) $(4,164) $48,551
Income (loss) per share.............. $ (6.70) $ (.35 $ 4.3
Net income (10SS) .......ccvvvuvnennnns $(56,737) $(1,101) $48,551
Net income (loss) per share ......... $ (4.59) % (09) $ 4.3

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note B. Accounting Changes

Effective January 1, 1986, the Company changed its
method of depreciation for substantially all property, plant
and equipment from accelerated methods (primarily double-
declining balance method) to the straight-line method. The
Company believes the straight-line method is preferable to
the method previously used since it is more consistent with
depreciation methods used by most similar industrial com-
panies and, therefore, should improve comparability of finan-
cial reporting. This change increased net income by
$71,165,000 ($5.76 per share) in 1986, which included the
cumulative effect on prior years of $59,473,000 ($4.81 per
share) and the after-tax effect on 1986 operations of
$11,692,000 ($.95 per share).

in the fourth quarter, 1986, the Company elected early
adoption of the provisions of Financial Accounting Standards
Board Statements No. 87, “Employers’ Accounting for Pen-
sions,” and No. 88, “Employers’ Accounting for Settlements
and Curtailments of Defined Benefit Pension Plans and for
Termination Benefits,” as recommended by the Financial Ac-
counting Standards Board. It is required that these changes
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in accounting methods be applied effective January 1 in the
year of adoption. Net income increased by $5,802,000 ($.47
per share) in 1986 as a result of adopting Statement No. 87.
Under the provisions of Statement No. 88, approximately
$48,150,000 of the gain on pension termination/
reestablishment previously deferred was recognized as in-
come. The cumulative effect of adopting Statement No. 88 as
of January 1, 1986, was an increase to net income of
$26,001,000 ($2.11 per share) in 1986.

THE SINGER COMPANY (DEC)

Statement of Income

1986 1985 1984
(Dollar Amounts in Millions, except per share data)

Income before extraordinary credits
and cumulative effect of change in

method of accounting® ............... $ 91.8 ¢ 823% 533
Extraordinary credits .................... 18.0 — 1.8
Cumulative effect of change in method

of accounting..............ccvuinenen. (27.2) —_ —
Net income™.......cocevvrveiiniinnnnnns $ 826 $ 823% 651
Net income applicable to primary eam-

ings per share ..............coeeuvennee $ 776 $ 77.9% 60
Average number of common shares and

common share equivalents (000’s

omitted)......oooiiiiiiiiiiiiiiiiannns 20,309 18,109 17,61
Earnings per share:

Primary:

Income from continuing operations.. $ 2.63 $ 2.88% 3.24
Discontinued operations.............. 1.64 1.42 (.50)
Extraordinary credits ................. .89 — .67
Cumulative effect of change in

method of accounting.............. (1.34) — —

Net income ...........coevvenenvinnnnn. $ 3.82 $ 430% 3.4
Fully diluted:

Income from continuing operations.. $ 2.60 $ 2.72$ 3.23
Discontinued operations.............. 1.59 1.23 (.43)
Extraordinary credits ................. .86 — .58
Cumulative effect of change in

method of accounting.............. (1.30) —_ —_

Net income .......cceeevinenininnennn.. $ 375 $ 3.95¢%¢ 3.38

*Pro forma amounts assuming the new method of accounting had
been applied retroactively for 1986, 1985 and 1984 are $91.8 million,
$60.1 million, and $32.9 million, respectively, for income before ex-
traordinary credits and $109.8 million, $60.1 million, and $44.7 mil-
lion, respectively, for net income.

NOTES TO FINANCIAL STATEMENTS

2 (In Part): Accounting Changes
Program Method of Accounting

During the 1986 second quarter, the Company recorded a
one-time after-tax charge of $2.72 million which resulted from
the Company modifying the application of its program
method of accounting for certain long-term contracts. The
method adopted segregates certain contracts, that require
major development or advancement of state-of-the-art tech-
nology products, and accounts for the costs related to such
contracts as expense on a contract, versus program method.
The Company believes that, due to the current environment
of accelerated technological change, this modification is a
preferable method of accounting.

The effect of this accounting change on income from con-
tinuing operations for the year ended December 31, 1986,
was immaterial.

The pro forma earnings per share amounts assuming the
new method of accounting had been applied retroactively are
as follows:

Year Ended December 31, 1986 1985 1984

Primary:
Income before extraordinary credits............ $4.27 $3.08 $1.58
Net INCOME ...ceuverenreeiniiiiiiiiieiienenns $5.16 $3.08 $2.25
Fully diluted:
Income before extroordinary credits............ $4.19 $2.89 $1.58
Net iNCOME ...evvneeeneniereeiereneeeeeenes $5.05 $2.89 $2.25
Other Changes

DSC COMMUNICATIONS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Summary of Significant Accounting Policies (In Part)
Research and Development Expenditures

Effective January 1, 1986, the Company began capitalizing
certain software development costs not under contract with
customers in accordance with Statement of Financial Ac-
counting Standards No. 86, “Accounting for the Costs of
Computer Software to be Sold, Leased, or Otherwise
Marketed” (the Statement). Prior to 1986, all such costs were
charged to research and development expense during the
period incurred. Capitalization of software development costs
begins upon the establishment of technological feasibility as
defined in the Statement. The establishment of technological
feasibility and the ongoing assessment of recoverability of
capitalized software development costs requires consider-
able judgment by management with respect to certain exter-
nal factors, including, but not limited, to technological feasibil-
ity, anticipated future gross revenues, estimated economic
life and changes in software and hardware technologies.

Amortization of capitalized software costs is provided on a
product-by-product basis at the greater of the amount com-
puted using (a) the ratio of current gross revenues for a prod-
uct to the total of current and anticipated future gross reve-
nues or (b) the straight-line method over the remaining esti-
mated economic life of the product. Generally, an original
estimated economic life of two years is assigned to
capitalized software development costs. During 1986, the
Company capitalized $8,042,000 of software development
costs and $1,582,000 of such costs were amortized to cost of
revenue, which increased 1986 earnings before extraordi-
nary gain and net earnings by $5,727,000 ($.14 per share).

All other research and development expenditures are
charged to research and development expense in the period
incurred.
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MCDONNELL DOUGLAS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Computer Software

The practice of capitalizing internally developed software
to be marketed was first adopted in 1986, as required by the
Statement of Financial Accounting Standards No. 86; how-
ever purchased software and software acquired in acquisi-
tions of enterprises have been capitalized and amortized in
prior years. Internally developed software capitalized, net of
?mortization, in 1986 amounted to approximately $22.7 mil-
ion.

At December 31, 1986, unamortized software costs in-
cluded in intangible assets was $169.8 million, and amortiza-
tion of software costs and amounts written down to net
realizable value by charges to expense were $78.9 million in
1986, $80.9 million in 1985 and $30.8 million in 1984.

WANG LABORATORIES, INC. (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note B. Deferred Software Production Costs

Effective July 1, 1985, the Company adopted a change of
accounting for costs of computer software. The change was
made in accordance with the provisions of Statement of Fi-
nancial Accounting Standards No. 86, which specifies that
certain costs incurred in the development of computer
software to be sold or leased to customers are to be
capitalized and amortized over the economic useful life of the
software product. Total costs capitalized and deferred during
the year ended June 30, 1986 approximated $21.1 million, of
which $1.8 million has been amortized and charged to ex-
pense. The net effect of the change ($19.3 million) was re-
corded in the fourth quarter of Fiscal 1986.

ELCOR CORPORATION (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Change to LIFO Method of Inventory Pricing

Effective July 1, 1985, the Company adopted the last-in,
first-out (LIFO) method of determining inventory costs. In
previous years, the Company used the first-in, first-out (FIFO)
method. Management believes the LIFO method is prefera-
ble because it more closely matches revenues and expenses
during periods of price-level changes. The consolidated fi-
nancial statements for fiscal years prior to 1986 have not
been restated to reflect this change as it is not required under
generally accepted accounting principles to state the cumula-
tive effect on Retained Earnings of this change in accounting
principle. The effect of this change for the year ended June
30, 1986, was to increase income from continuing operations
by $524,000 ($.15 per share), and increase net income by
$970,000 ($.28 per share).

JAMES RIVER CORPORATION OF VIRGINIA (APR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Summary of Significant Accounting Policies:
C. Inventories:

Inventories are valued at the lower of cost or market. As
described in Note 5, effective for fiscal 1986, the Company
adopted the last-in; first-out (“LIFO”) cost flow assumption for
valuing substantially all domestic inventories.

5. Inventories:

Inventory components and their valuation methods are as
follows:
1986

(in thousands) 1985

Components:

Raw materials.........ccovvevvieiniiininnnnens $ 96,844 $ 98,682

Finished goods and work in process........ 233,143 238,408
Stores and supplies............ceeuverneennen. 60,042 55,917
390,029 403,007

Addition (subtraction) to state certain inven-
tories at LIFO cost.....cccovvnvinvinennenn. 5,926 (1,305)

$395,955 $401,702

Valued at lower of cost or market:
Last-in, first-out (“LIFO”) ......ccevvvennnnes
First-in, first-out (“FIFO”)........cccevnvnnen.
Average ........coiiiiiiniiiiiiiiiieen

$325,852 $ 3,175
68,211 162,965
1,892 235,562

$395,955 $401,702

Cost elements included in substantially all work in process
and finished goods inventories are raw materials, direct labor
and manufacturing overhead.

Effective April 29, 1985, James River adopted the LIFO
cost flow assumption for valuing substantially all domestic
inventories. The Company believes that the use of the LIFO
method better matches current costs with current revenues.
The cumulative effect of this change on retained earnings at
the beginning of the year is not determinable, nor are the pro
forma effects of retroactive application of LIFO to prior years.
The effect of the change on fiscal 1986 was to increase net
income by $3.3 million, or $.06 per fully diluted share ($.07
per primary share).
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REPORTING ENTITY

THE COCA-COLA COMPANY (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

3 (In Part): Investments In and Advances To Affiliated
Companies

On September 12, 1986, the Company transferred the
operating assets of substantially all previously owned and
recently acquired bottling companies in the United States to
Coca-Cola Enterprises Inc. (Enterprises), a wholly owned
subsidiary. In connection with these transactions, Enterprises
assumed approximately $233 million of debt incurred by the
Company in conjunction with certain of the acquisitions. In
addition, in September 1986, Enterprises acquired the
Coca-Cola bottling companies controlled by John T. Lupton
and his family and the soft drink bottling operations of BCl
Holdings Corporation (the successor to The Beatrice Com-
panies, Inc.) and the remaining interest in The Detroit Bottling
Company, Inc. for an aggregate cost of approximately $2.25
billion; these acquisitions were funded with borrowings under
a credit agreement entered into by Enterprises with a syndi-
cate of banks. The Company is not a party to the credit
agreement and has not guaranteed any of the borrowings
thereunder.

On November 21, 1986, Enterprises sold 71.4 million
shares of its unissued common stock for net proceeds of
approximately $1.12 billion. This transaction reduced the
Company’s ownership interest to 49 percent and resulted in a
pretax gain of $375 million. Consistent with its reduced own-
ership interest, the Company has commenced reporting its
investment in Enterprises under the equity method of ac-
counting. The consolidated financial statements have been
restated to reflect Enterprises under the equity method of
accounting for all periods presented. The restatement had no
effect on shareholders’ equity, income from continuing opera-
tions, net income or related per share amounts.

PIONEER HI-BRED INTERNATIONAL, INC. (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (In Part): Significant Accounting Policies
Consolidation policy and change in reporting entity:

During the year ended August 31, 1986, the Company
adopted the policy of including its previously unconsolidated
foreign subsidiaries, all of which have a year end other than
August 31, on a consolidated basis to better reflect financial
position and operating results of the Company as a whole.
The change in consolidation policy had the effect of increas-
ing previously reported net sales by $33,079,000 and
$27,804,000 for the years ended August 31, 1985 and 1984,
respectively. This change had no effect on net income for the
year ended August 31, 1986, or previously reported net in-
come. All significant intercompany balances and transactions
have been eliminated in consolidation.

The Company accounts for its investment in one domestic
subsidiary, which does not constitute a significant subsidiary,
by the equity method.

THE SOUTHLAND CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2. Sale of Half-Interest in Citgo and Accounting Change:

As of September 30, 1986, the Company sold 50% of the
common stock of Citgo to Propercit S.A. (Propercit), a wholly
owned subsidiary of PetrolEos de Venezuela, S.A. (PDVSA),
the stock of which is owned by the Republic of Venezuela.
The purchase price consisted of $290 million cash, of which
$27.5 million was deferred because it was contingently re-
payable to Propercit on January 31, 1991, if the market prices
of petroleum products do not increase sufficiently at any time
prior to that date according to a formula in the Stock Pur-
chase Agreement. The deferred gain was $23.3 million at
December 31, 1986. In connection with the purchase, Citgo
entered into a 20-year crude supply agreement with PDVSA
to purchase a minimum of 130,000 barrels of crude oil per
day at market-related prices, and the Company entered into a
20-year product purchase agreement with Citgo to buy
specified quantities of gasoline at market-related prices (see
Note 15).

The sale resulted in a gain to the Company during 1986 of
$114.7 million before profit sharing expense of $11.4 million
and income taxes of $14.7 miilion, for a net gain of $88.6
million, or $1.84 per primary share.

As a result of the sale of half of Citgo’s equity, the Com-
pany changed the method of accounting for its investment in
Citgo from full consolidation to the equity method of account-
ing in order to improve the comparability of prior-year results
to 1986 and future years. The financial statements for all
periods prior to September 30, 1986, have been restated to
reflect the Company’s ownership of Citgo on the equity
method (100% through September 30, 1986). Income taxes
and profit sharing contribution through September 30, 1986,
are separately provided in the consolidated statements of
earnings.

The effect of the restatement was a reduction in consoli-
dated revenues and costs and expenses as follows:

Nine
months ended
September 30 Year ended December 31
1986 1985 1984
(Dollars in thousands)
Revenues..................... $2,504,086 $4,167,233 $4,064,328

Costs and expenses ......... 2,576,406 4,054,558 4,090,142
Equity in earnings (loss) of
Citgo .oovvinenriniienenen, $ (72,320) $ 112,675 $ (25,814)
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CONSOLIDATION POLICIES

Accounting Research Bulletin No. 51 states in part:

1. The purpose of consolidated statements is to pre-
sent, primarily for the benefit of the shareholders and
creditors of the parent company, the results of opera-
tions and the financial position of a parent company and
its subsidiaries essentially as if the group were a single
company with one or more branches or divisions. There
is a presumption that consolidated statements are more
meaningful than separate statements and that they are
usually necessary for a fair presentation when one of the
companies in the group directly or indirectly has a con-
trolling financial interest in the other companies.

5. Consolidated statements should disclose the con-

solidation policy which is being followed. In most cases

" this can be made apparent by the headings or other

information in the statements, but in other cases a foot-
note is required.

Paragraphs 2 and 3 of ARB No. 57 and paragraph 8, Chap-
ter 12 of ARB No. 43 describe the conditions under which a
subsidiary should or might not be consolidated.

Table 1-9 summarizes the consolidation policies of the
survey companies for significant subsidiaries and shows the
type of subsidiary commonly excluded from consolidation.
For the purpose of the aforementioned tabulation a sub-
sidiary is a company described in an annual report as a sub-
sidiary or as more than 50 percent owned by its parent com-
pany. Notes to financial statements discussing consolidation
policies follow.

All Subsidiaries Consolidated

ACME-CLEVELAND CORPORATION (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note A (In Part): Accounting Policies and Practices

Acme-Cleveland Corporation and its subsidiaries’ account-
ing and reporting policies conform to generally accepted ac-
counting principles and to industry practices on a consistent
basis for all years presented. Significant accounting policies
and practices are described below:

Consolidation—The consolidated financial statements in-
clude the accounts of the Corporation and its majority owned
subsidiaries. In addition, the Corporation has one joint ven-
ture and several minority interest investments in other com-
panies. These affiliates are stated at cost plus the Corpora-
tion’s equity in undistributed earnings. Upon consolidation all
significant intercompany items are eliminated.

At September 30, 1986 and 1985, investments in affiliates
included goodwill of $1,963,000 and $4,110,000, respec-
tively. The related accumulated amortization as of Sep-
tember 30, 1986 and 1985 was $1,218,000 and $1,224,000,
respectively. The majority of the reduction in goodwill in 1986
was due to the sale of the Corporation’s 50% equity interest
in Vagle Technology, Inc.

Foreign currency transaction and translation losses of
$827,000 in 1986, $947,000 in 1985, and $296,000 in 1984
were included in earnings (loss) from continuing operations.

TABLE 1-9: CONSOLIDATION POLICIES

1986 1985 1984 1983
Nature of Subsidiaries Not Con-

solidated
Finance related
Credit .........cceevnennn. 104 107 104 97
Insurance ................. 54 58 54 60
Leasing .......ooevininnnns 21 16 15 18
Banks ..........cocenen... 7 7 5 5
Real Estate ................... 29 32 26 - 31
Foreign ........cocvvveneninens 10 12 15 17

Number of Companies
Consolidating all significant

subsidiaries................ 434 423 420 419
Consolidating certain signifi-

cant subsidiaries.......... 159 172 174 172
Not presenting consolidated

financial statements ...... 7 5 6 9

Total Companies...........cc0eee.. 600 600 600 600

ALLIS-CHALMERS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Summary of Significant Accounting Policies (In Part)

Principles of Consolidation

The consolidated financial statements include the ac-
counts of Allis-Chalmers Corporation and its subsidiaries. All
significant intercompany transactions have been eliminated.
Certain non-U.S. subsidiaries are included on the basis of
years ending November 30. The consolidated financial
statements have been prepared showing the operations of
the Company on a going concern basis. See the Financing
and Subsequent Events notes for comments regarding mat-
ters affecting the Company’s viability and its ability to con-
tinue operations.

BASSETT FURNITURE INDUSTRIES,
INCORPORATED (NOV)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note A (In Part): Summary of Significant Accounting Poli-
cies

Principles of Consolidation: The consolidated financial
statements include the accounts of the Company and its sub-
sidiaries, all of which are wholly-owned. All significant inter-
company accounts and transactions are eliminated in con-
solidation. Financial statements of the E. B. Malone Corpora-
tion are included in consolidation for its year ended October
31, which is done in order to expedite preparation of financial
statements and to coincide with the taxable year of that com-

pany.
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NATIONAL DISTILLERS AND CHEMICAL
CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (dollars in millions) (In Part): Summary of Accounting
Policies

Principles of Consolidation

The financial statements include the accounts of all
majority-owned companies. Associated companies are. ac-
counted for under the equity method, i.e., at cost, increased
or decreased by the Company’s share of earnings or losses,
less dividends. Associated companies include significant
companies in which National has at least a 20%, but not more
than a 50%, interest. Prior to the sale of the property/casualty
insurance business in 1985, subsidiaries engaged in insur-
ance operations were accounted for under the equity
method.

Note 7: Foreign Subsidiaries

Summary data with respect to foreign subsidiaries included
in the consolidated statements are:

December 31

Balance sheet data 1986 1985
ASSEES ottt $176.5 $147.4
Liabilities ...vvvneeeeieiiie s (10.6) (10.6)
Net assets.....c.eeveeiieiiieiiieiiiieenns $165.9 $136.8

Year ended December 31

Income statement data 1986 1985 1984
Net sales—continuing operations
—to dffiliates...........c.......... $1.8 $32 $1.1
—to others.......c.coveninnnenen, 49.1 42.0 32.3
Total net sales..........cecenenneene, $50.9 $45.2 $33.4
Income from continuing operations.. $ 1.5 $ 2.4 $ 3.7
Income from discontinued operations  $ 6.6 $ 8.7  $10.2

Foreign currency denominated assets, liabilities, revenues
and expenses (except for those of the Brazilian subsidiary)
included in the consolidated financial statements have been
translated into U.S. dollars using current exchange rates with
translation adjustments accounted for as an increase or de-
crease of common shareholders’ equity. Because of the
highly inflationary economy of Brazil, the nonmonetary ac-
counts (principally inventories, fixed assets and depreciation)
of the Brazilian operation have been translated by reference
to historic U.S. dollar amounts; other accounts have been
translated using current exchange rates with translation ad-
justments being charged to income.

PARKER HANNIFIN CORPORATION (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Significant Accounting Policies

The significant accounting policies followed in the prepara-
tion of the accompanying consolidated financial statements
are summarized below. These policies conform to generally
accepted accounting principles and have been consistently
applied.

Basis of Consolidation—The consolidated financial
statements include the accounts of all domestic and foreign
subsidiaries. The accounts of the foreign subsidiaries, except
for the principal North American subsidiaries, are stated as of
May 31 in the consolidated financial statements. All material
intercompany transactions and profits have been eliminated
in the consolidated financial statements. The excess of the
cost of investments in subsidiaries over net assets at the date -
of acquisition is being amortized over various periods not
exceeding 40 years.

Investments in joint venture companies in which ownership
is 50% or less are stated at cost plus the Company’s equity in
undistributed earnings. These investments and the related
earnings are not material to the consolidated financial
statements.

SPRINGS INDUSTRIES, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 1 (In Part): Summary of Significant Accounting Poli-
cies

Principles of Consolidation: The accompanying consoli-
dated financial statements include the accounts of Springs
Industries, Inc. and all of its subsidiaries (Springs). Intercom-
pany balances and transactions are eliminated in consolida-
tion. Investments in affiliates are recorded on the equity
method of accounting.

THE VENDO COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-

 MENTS

1 (In Part): Significant Accounting Policies:
Principles of Consolidaion

The accompanying consolidated financial statements in-
clude the accounts of The Vendo Company and all domestic
and foreign subsidiaries (the Company). All significant inter-
company transactions have been eliminated.

The Company disposed of 74 percent of its wholly-owned
foreign subsidiary, Vendo Benelux, on December 31, 1982.
After the disposition, the Company continued to account for
Vendo Benelux as if it were a wholly-owned unconsolidated
subsidiary. Accordingly, the Company recorded all the losses
incurred by Vendo Benelux of $535,000 in 1984 as equity in
loss on investment in foreign subsidiary in the accompanying
statements of income. In February, 1985, the Company
reacquired the shares representing the 74 percent interest of
Vendo Benelux. Accordingly, Vendo Benelux is included in
the consolidated financial statements in 1986 and 1985.

YORK INTERNATIONAL CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 2 (In Part): Summary of Significant Accounting Poli-
cies:

A. Principles of Consolidation

The consolidated financial statements for the year ending

December 31, 1986 include the accounts of the Company
and its wholly owned subsidiaries. The consolidated financial
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statements for the periods ending December 31, 1985 and
1984 include substantially all of the same air conditioning
operations of Borg-Warner as were transferred on the distri-
bution date. Also included for the periods ending December
31, 1985 and 1984 are general corporate expenses in the
amounts of $5,600,000 and $5,175,000, respectively, of
Borg-Warner which have been allocated to the Company on
a basis considered reasonable by Borg-Warner.

The financial statements include on a consolidated basis
the results of all wholly owned operating subsidiaries. In-
vestments in affiliates are carried at cost or on the equity
method of accounting.

All significant intercompany transactions have been elimi-
nated.

All Significant Subsidiaries Consolidated

UNITED BRANDS COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (In Part): Summary of Significant Accounting Poli-
cies
Consolidation

The consolidated financial statements include the ac-
counts of the Company and all significant majority-owned
subsidiaries. All significant intercompany balances and
transactions have been eliminated. Investments in less than
majority-owned companies in which there is a 20% or greater
ownership are recorded at cost plus equity in their undistrib-
uted earnings since acquisition.

WARNER-LAMBERT COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (In Part): Significant Accounting Policies:

Basis of consolidation—The financial statements include
the accounts of Warner-Lambert Company and all significant
majority-owned subsidiaries (“Warner-Lambert”). Substan-
tially all foreign subsidiaries and branches are consolidated
on the basis of fiscal years ending on November 30.

Finance-Related Subsidiaries Not Consolidated

AMERICAN BRANDS, INC. (DEC)

SUMMARY OF SIGNIFICANT ACCOUNTING POLI-
CIES

Principles of Consolidation

The consolidated financial statements include the ac-
counts of the Company and all subsidiaries other than The
Franklin Life Insurance Company (and subsidiaries), a
wholly-owned subsidiary, which is accounted for by the
equity method. Fiscal year-ends of certain subsidiaries of
Gallaher Limited range from September 30 to November 30
to facilitate Gallaher's year-end closing. All information herein
with respect to periods prior to January 1, 1986 refers to
American Brands, Inc., a New Jersey corporation.

NOTES ACCOMPANYING FINANCIAL STATEMENTS

Investment in The Franklin Life Insurance Company

Summarized financial statements for The Franklin Life In-
surance Company and its subsidiaries, principally Southland
Life Insurance Company, are as follows:

1986 1985
(In thousands)
Assets
Investments ..........ccoveevvninininennnns $3,864,998 $3,602,178
Other assets.......cccoevvieeeirenennnnnnns 1,068,863 1,018,849
Total e $4,933,861 $4,621,027
Reserves and liabilities
Insurance reserves and claims .......... $3,501,759 $3,267,946
General liabilities ............c.coevvnennen. 191,509 176,818
3,693,268 3,444,764
Capital ceveneneneeeiii e 1,240,593 1,176,263
Total e $4,933,861 $4,621,027
1986 1985 1984
(In thousands)
Revenues
Premiums.......ccoevenninennnn.. $590,047 $577,183 $535,780
Net investment income......... 358,539 337,723 308,754
Other income.................... 1,677 8,481 13,733
960,263 923,387 858,267
Benefits paid or provided......... 657,753 608,328 540,013
Expenses .........cooevviiinininins 157,502 142,413 145,505
Net realized gains on investments  (31,127) (1,434) (179)
784,128 749,307 685,339
Operating income .................. 176,135 174,080 172,928
Federal income taxes.............. 51,431 60,401 55,047
Net income ......covvevvevinnnnnnnns $124,704 $113,679 $117,881
Dividends paid ..................... $ 58,471 $ 66,502 $ 58,890

Undistributed earnings of Franklin included in consolidated
retained earnings as of December 31, 1986 amounted to
$393,364,000.

Federal income taxes of Franklin for the year 1984 reflect a
credit of $6,600,000 related to reduction of deferred income
taxes resulting from recomputation of life insurance policy
reserves as required by The Tax Reform Act of 1984.

Under insurance tax regulations, a portion of Franklin’s
accumulated statutory income has not been subject to tax.
Should the aggregated untaxed income exceed certain pre-
scribed maximums or cash dividends to the Company ex-
ceed the accumulated taxed portion, the excess would be
subject to federal income tax. Taxes have not been provided
on the untaxed income, which aggregated $195,000,000 at
December 31, 1986 and 1985, since Franklin does not con-
template distributing such income in the foreseeable future.

COMMERCIAL METALS COMPANY (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

A (In Part): Summary of Significant Accounting Policies:
Consolidation

The consolidated financial statements include the ac-
counts of the Company and all subsidiaries except those of a
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finance subsidiary, the investment in which is accounted for
by the equity method. All material intercompany transactions
and balances have been eliminated in consolidation.

B. Foreign Subsidiaries:

Financial information of consolidated subsidiaries outside
the United States is summarized as follows (in thousands):

August 31
1986 1985 1984

Current assets ...........cocueneees $ 35,381 $ 21,773 $ 25,473
Current liabilities .................. 21,510 13,185 17,410
Net current assets................. 13,871 8,588 8,063
Investment in unconsolidated sub-

Sidiary ..ooeeeniiiiieieens 15,809 14,709 13,590
Other assets and liabilities (net) . (4,462) (430) (112)
Stockholder’s equity ............... 25,218 22,867 21,541
Less parent’s provision for United

States income taxes............ 9,968 8,901 8,219
Total net investment............... $ 15,250 $ 13,966 $ 13,322
Net sales ......coevvvenininennnn.. $201,028 $280,764 $412,466
Earnings before income taxes.... $ 2,378 $ 1,192 $ 674
Net earnings ...........cccceenenee. $ 1,284 $ 644 $ 352

Although amounts shown above include estimated United
States income taxes on undistributed earnings, net earnings
have been reinvested in these subsidiaries.

Since the functional and the reporting currency of the
Company’s foreign subsidiaries is the U.S. dollar, there are
no translation adjustments to be reported as a separate com-
ponent of stockholders’ equity.

D. Investment in Unconsolidated Subsidiary:

During 1984, the Company formed a wholly owned foreign
finance subsidiary, CMC Finanz AG. Condensed financial
data for the unconsolidated subsidiary at August 31, 1986
and 1985, are as follows (in thousands):

1986 1985

Loans and advances ............cceeeeiiniinnnnn. $33,008 $23,137
Investment securities and deposits............... 14,991 11,913
Total asSets .....o.ovireieiniieeiireeeienenens $47,999 $35,050
Due to banks...........ccceviiiiniiiiiiiiiiinan, $31,153 $20,056
Other liabilities...............ccooiiiiininniann.. 1,037 285
Stockholder’s equity ..........cevvviieniniiienann. 15,809 14,709
Total liabilities and stockholder’'s equity...... $47,999 $35,050

Operations for the years ended August 31, 1986 and 1985,
and for the period June 14, 1984 (date operations com-
menced) to August 31, 1984, were as follows (in thousands):

1986 1985 1984
$2,938 $3,127 $538
$1,100 $1,119 $292

Total revenues ........ccvvevveeinvaannns
Net earnings .........coooeieiiiiiiniian,

The carrying value of the Company’s investment at August
31, 1986 and 1985, was equal to its equity in the net assets.
No dividends were paid by the subsidiary.

INTEL CORPORATION (DEC) .

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Accounting Policies (In Part):

Basis of Presentation: The consolidated financial
statements include the accounts of Intel Corporation and all
of its wholly-owned subsidiaries, except for its banking sub-
sidiary, the investment in which is accounted for under the
equity method. Because of the nature of its operations, the
assets and liabilities of this offshore subsidiary are not con-
solidated. Accounts denominated in foreign currencies have
been translated in accordance with FASB Statement No. 52,
using the U.S. doliar as the functional currency.

Investment in Unconsolidated Subsidiary

During 1985 the Company formed a wholly-owned offshore
banking subsidiary which is accounted for under the equity
method. Assets of this subsidiary of $57 million as of De-
cember 27, 1986 consist primarily of loans to third-party fi-
nancial institutions. Earnings of the subsidiary in 1986 were
$3.5 million.

NCR CORPORATION (DEC)

SUMMARY OF SIGNIFICANT ACCOUNTING POLI-
CIES

Basis of Consolidation

The consolidated financial statements include the ac-
counts of NCR Corporation and its United States and interna-
tional branches and majority-owned subsidiaries, except for a
wholly-owned finance subsidiary (NCR Credit Corporation).
Long-term investments in affiliated companies representing
ownership interests of 20% to 50% and the investment in
NCR Credit Corporation are accounted for on the equity
method. Separate financial statements of the finance sub-
sidiary, and other companies accounted for on the equity
method, are not presented since their assets, liabilities and
results of operations are not material. Investments of less
than 20% are accounted for by the cost method. The consoli-
dated financial statements include the accounts of interna-
tional organizations based on their fiscal year ending
November 30.

QUAKER STATE OIL REFINING CORPORATION
(DEC)

NOTES TO FINANCIAL STATEMENTS

1 (In Part): Summary of Significant Accounting Policies:
a. Basis of consolidation:

The consolidated financial statements include the ac-
counts of Quaker State Oil Refining Corporation and ali of its
wholly-owned subsidiaries (the Company), except for Heri-
tage Insurance Group, a wholly-owned insurance subsidiary,
which is accounted for by the equity method (see Note 2).
Intercompany accounts and transactions are eliminated.

2 (In Part): Acquisitions:

Effective July 1, 1984, the Company exchanged 2,400,000
shares of its Capital Stock with an approximate market value
of $38,100,000 for all of the outstanding capital stock of
Heritage Insurance Group, formerly First Heritage Corpora-
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tion, (Heritage), an insurance holding company principally
engaged through its subsidiaries in the business of credit life,
accident and health and special indemnity insurance. The
acquisition was accounted for as a purchase transaction, with
the excess of purchase cost over the fair market value of net
assets acquired being amortized over a forty year period.

Due to the dissimilar nature of their respective operations,
Quaker State’s investment in Heritage is reflected in the fi-
nancial statements under the equity method of accounting.
Heritage’s condensed balance sheet as of December 31,
1986 and 1985, and the related condensed income state-
ment for the years ended December 31, 1986 and 1985 and
the period July 1, 1984 through December 31, 1984, which
reflect purchase accounting adjustments, are presented be-
low:

1986 1984

(in thousands) 1985

Condensed Income Statement for
the years ended December
31, 1986 and 1985 and the
six months ended December

31, 1984
Premiums and other income.... $ 48,274 $ 39,720 $17,599
EXPENSES o::usommmmmmoss s ssonnmis (44,219) (36,813) (15,997)
Realized investment gains ...... 3,777 3,064 584
Income before taxes............. 7,832 5,97 2,186
Provision for income taxes ..... (1,075) (1,175) (415)

Net income .........cccoenenennne. $ 6,757 $ 4,796 $ 1,77
Condensed Balance Sheet as of

December 31 Assets

Investments ...................... $ 92,624 $ 77,735
Cash coovieiiiieeieeen 1,163 443
Premiums and other receivables
(Note 6) ...covevvevninnnnnnnns 13,900 1,781
Deferred insurance acquisition
COSES tnveerieiiiiiieieenenn, 34,251 29,819
Value of insurance in force..... 108 468
Other assets.........cocveneninens 16,623 16,343
$158,669 $136,589
Liabilities and Stockholder’s
Equity
Unearned premiums ............. $ 84,462 $ 70,704
Policy claims ..........cccoenenens 8,365 6,677
Due to reinsurance companies.. 2,661 2,600
Other ligbilities................... 9,248 8,767
Stockholder’s equity ............. 53,933 47,841
$158,669 $136,589

Investments in equity securities, including common and
non redeemable preferred stocks, are carried at market
value, with net unrealized appreciation or depreciation, net of
related deferred taxes, credited or charged to stockholder's

equity.

If the acquisition of Heritage had been effective January 1,
1984, the Company’s pro-forma net income for 1984 would
have been $20,600,000. Net income per share would not
have differed materially from that reported.

SUN CHEMICAL CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (In Part): Summary of Significant Accounting Poli-
cies
Principles of Consolidation

The consolidated financial statements include the ac-
counts of Sun Chemical Corporation and all subsidiaries, ex-
cept those subsidiaries included in the financial Services
Group and Sun’s investments in 20%-50% owned com-
panies, which are accounted for by the equity method. Inter-
company transactions and accounts with all subsidiaries
have been eliminated.

The Consolidated Statements of Income and Changes in
Financial Position and the related disclosures have been re-
stated to reflect discontinued operations, except where
noted.

Note 7. Financial Services Group

The investment in and advances to (from) the Financial
Services Group consists of the following:

At December 31,

(Amounts in thousands) 1986 1985
Sun insurance operations .............ccceeueeennn. $° 276 $ (712)
Forsun Leasing Corporation ......................... 31,948 4,981
Chromalloy American Insurance Group and the
Centor Company .......c.cocoeeienenennnnennnene. 18,981 _
$51,205 $4,269

The equity in net earnings (loss) of the Financial Services
Group consists of the following:

Year ended December 31

(Amounts in thousands) 1986 1985 1984
Forsun Leasing Corporation.......... $1,934 $ 5 $ —
Sun insurance operations (1)....... (5,226) (11,946) (2,435)

Other affiliated companies.......... (33) (5) 76
$(3,330) $(11,946) $(2,359)

(1) Excludes income of $2,418,000 in 1986, $1,767,000 in 1985
and $1,958,000 in 1984 of intercompany transactions.

(a) Sun Insurance Operations

Sun’s insurance operations provide coverage for workers'’
compensation, general and automotive liability exposures
through reinsurance agreements with licensed United States
underwriters. Sun has limited its liability under these con-
tracts through the purchase of aggregate stop loss protec-
tion. In addition, Sun participates in third-party reinsurance
treaty agreements.
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Summarized financial information for Sun’s insurance op-
erations is as follows:

At December 31,

(Amounts in thousands) 1986 1985
Financial position
Cash and short-term investments ............. $29,182 $20,062
Intercompany assets......c.covceiiniuneninnnens 21,266 15,644
Other GSSeTS....ceveirinreninrnraenereaeeneneens 7172 9,195
Total aSSEts ..vveririenreiineienereeeenaes 57,620 44,901
Reserve for losses and loss expenses........ 44,645 35,503
Other liabilities.......c.ccoveveeiiivieieinennennns 12,699 10,110
Total liabilities .....ocoeveveiniiveneaenenenss 57,344 45,613
Net assets (liabilities) .........cc.ccueeen. $ 276 $ (N"2)

Year ended December 31,
1986 1985 1984

Results of operations

Net premiums earned ............ $23,279 $ 20,426 $15,239
Underwriting losses .............. $ (8,757) $(13,561) $ (3,755)
Investment income................ 5,949 3,382 3,278
Pre-tax 108S....ccocvveeinnennnnnn. $(2,808) $(10,179) $ (477)

Investment income includes $2,418,000 in 1986,
$1,767,000 in 1985 and $1,958,000 in 1984 relating to inter-
company transactions and $1,400,000 of capital gains
realized in the first quarter of 1986. The Company increased
its investment in insurance operations by $3,796,000 in 1986
and $2,105,000 in 1985.

(b) Forsun Leasing Corporation

In 1985, the Company formed a wholly-owned leasing
subsidiary, Forsun Leasing Corporation (Forsun), which is
the lessor in a series of leveraged and finance lease
agreements. Summarized financial information is as follows:

At December 31,.

(Amounts in thousands) 1986 1985
Financial position
Investments in leasing assets.................... $ 66,638 $ 5,160
Tax benefits due from Sun....................... 25,466 4,567
Other assetfs.......ccccoevviiinceneniinincinennnes 8,115 2,779
Total @SSets ..oevvvvvrninineininiiiiiiiiinines 100,219 12,506
Long-term debt..........cceveiiiiiiiiiiiiiins 29,484 1,065
Deferred 1aXeS.......ouveninrenenrineiineenennens 10,768 1,832
Other liabilities...........coeceinvreiieniniennnne. 2,553 61
Total liabilities ...........cocvevieeeninneninees 42,805 2,958
Net assets, including advances............ $ 57,414 $ 9,548
Year ended
December 31,
1986 1985
Results of operations
Leveraged lease earnings (loss)................. $ 417 $(34)
Finance and other lease earnings ............... 1,706 43
Interest expense.........cccooeiiiiieiiiiiiiianan. (751) (50)
Operating Costs ...uvvveirerneninineneeninenaanns (1,585) (134)
Net income .......cooiiiiiiiiiiiiiiiieennns 1,934 5

Forsun leases equipment having estimated economic lives
of 6 to 30 years for terms ranging from 3 to 20 years. The
types of equipment placed under lease consist of: 39%
aircraft; 22% transportation; 17% energy-related; 7%
computer-related; and 15% various. About 80% of all equip-
ment has been leased under leveraged leases. The balance
has been leased principally under direct-finance leases. For-

sun’s investment in leveraged leases represents approxi-
mately 25% of the purchase price of the leveraged leased
equipment; the balance was provided by third-party financing
in the form of nonrecourse long-term debt, which is secured
by the property and deferred equity payments to be made
during the term of the lease.

Forsun’'s investment in equipment leased under direct-
finance lease agreements represents approximately 33% of
the purchase price. The remainder was provided by third
parties with long-term debt, which is also secured by the
property.

(c) Chromalloy American Insurance Group

Chromalloy American Insurance Group (CAIG) consists of
property/casualty insurance subsidiaries. The following con-
densed balance sheet information at December 31, 1986 has
been prepared on a historical basis and, accordingly, does
not reflect any adjustments arising from the merger of
Chromalloy and Sun:

Condensed Consolidated Balance Sheet

(Amounts in thousands) December 31, 1986

INVESIMENES ...euienitiiiieiieeiciieei e $156,568
Reinsurance deposits ..........cccoveiiiiiiieininiieiniinanins 35,018
Other asSets.....ccouvreeeniieniiiiirininiieeans 67,472
Total OSSEtS ..eevneneneeiernreiiiiiirieeeeeee e 259,058
Reserves for losses and loss adjustment expenses....... 150,931
Unearned premiums .........ccoeovuiiniiiniininnininnennne. 53,170
Advances from parent.............ccociiiiiiiiiiiinnn.. 22,146
Other liabilities...........cooviiereiiiiiereiereeenen 40,628
Total liabilities .......c..oeoveiiniiniiiiiiiiiniiinenen, 266,875
Net liabilities...........cooeveieiiiiiiieiiieeniienns $ (7.817)

Chromalloy made advances to the holding company of
CAIG in 1986, and additional advances to the holding com-
pany of CAIG in 1987 may be required to meet its cash
requirements.

in the first quarter of 1987, the Company contributed
$20,000,000 of previous advances to shareholders’ equity.
Other liabilities in 1986 include $10,000,000 of demand notes
guaranteed by the Company.

TRINITY INDUSTRIES, INC. (MAR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Summary of Accounting Policies (In Part)

The consolidated financial statements include the ac-
counts of all subsidiaries except the Company’s two wholly-
owned leasing subsidiaries, Trinity Industries Leasing Com-
pany (“TILC”) and Trinity Railcar Leasing Corporation
(“TRLC”). Other than the two unconsolidated leasing sub-
sidiaries’ accounts, all significant inter-company accounts
and transactions have been eliminated.

The Company has sold equipment to TILC and TRLC at
market prices. The investment in the unconsolidated leasing
subsidiaries is presented in the Company’s financial
statements on the equity method.

For financial accounting, profits on long-term contracts are
recorded on the basis of the percentage of completion
method. Allocation of profits to various periods is based on
costs incurred, units delivered, or other appropriate mea-
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sures. Provision is made for losses when they become
known. Intercompany profit on sales to TILC and TRLC is
deferred and recognized on a straight-line basis over the life
of the equipment.

Condensed Combined Financial Information of Uncon-
solidated Leasing Subsidiaries

(In thousands)

March 31
1986 1985
Assets

Total assets (principally railcars and barges) $355,725 $363,214
Liabilities and Stockholder’s Equity

Total liabilities (principally long-term debt)

Stockholder’s equity (including retained

earnings of $57,156,000 and
$49,800,000 in 1986 and 1985, respec-

$273,284 $288,129

HVELY)..eeeeiieen e 82,441 75,085
$355,725 $363,214

Year Ended March 31
1986 1985 1984

Income

Revenues ..........ccevvveeerinnnnn. $64,126 $55,775 $52,556
Provision for income taxes ....... $ 5944 $ 4,745 $ 4,175
Net income .........covvvnvnnnnene. $ 7,356 $ 6,321 $ 6,320

The long-term debt agreements provide, among other
things, for leasing subsidiaries to maintain certain financial
ratios. Principal payments due during the next five years are:
1987—$8,298,000; 1988—%8,603,000; 1989—$8,948,000;
1990—%$9,338,000 and 1991—$9,776,000.

Trinity is required to pay fees to a leasing subsidiary to
maintain net earnings, as defined, at 150 percent of fixed
charges, as defined. Pursuant to the agreement, $9,866,000,
$3,135,000, and $8,308,000 in 1986, 1985, and 1984, re-
spectively, was included in revenues in the leasing sub-
sidiary’s income statement and in Trinity's expenses. Trinity
is also required to pay to the leasing subsidiaries the current
tax benefit which results from inclusion of the subsidiaries in
Trinity’s consolidated federal income tax return.

A substantial portion of the subsidiaries’ assets have been
pledged as collateral under long-term debt agreements.

TILC has outstanding $60,000,000 of 10 percent deben-
tures which are convertible, subject to prior redemption, into
shares of common stock of Trinity at $27 per share at any
time up to and including the maturity date of January 15,
2006. Annual sinking fund requirements to redeem seventy-
five percent of the principal balance outstanding in amounts
not less than $3,000,000 nor more than $6,000,000 annually
are required beginning January 15, 1991. The debentures
are redeemable at prices decreasing annually from 105 per-
cent in 1986 to 100 percent in 1991.

Combined Financial Statements

AMP INCORPORATED (DEC)

1986 1985
($000)
Shareholders’ Equity:
AMP Incorporated—
Common stock, without par valve—

Authorized 150,000,000 shares,

issued 112,320,000 shares....... $ 12,480 $ 12,480
Pamcor, Inc.—

Common stock, par value $1.00 per

share—Authorized and issued,

20,000 shares...........ceeunenen.. 20 20
Other capital .......oovviiiiiiiiinnann, 34,804 31,748
Cumulative translation adjustments ..... 27,100 (20,994)
Retained earnings...............cuennen... 1,100,957 1,016,571

1,175,361 1,039,825
Less—Treasury stock, at cost........ 40,496 42,965
Total shareholders’ equity ......... $1,134,865 $ 996,860

NOTES TO COMBINED FINANCIAL STATEMENTS

1 (In Part): Summary of Accounting Principles

Principles of Combination—The financial statements of
AMP and its subsidiaries (all wholly owned) and Pamcor are
combined, as each company is owned beneficially by identi-
cal shareholders. Intercompany and affiliated company ac-
counts and transactions are eliminated in the combination.

Investee Financial Statements

CURTISS-WRIGHT CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Summary of Significant Accounting Policies.

A. Principles of Consolidation. The financial statements
present the consolidated accounts of Curtiss-Wright Corpora-
tion and all majority owned subsidiaries (the Corporation).
Certain of Teledyne, Inc. subsidiaries own approximately
45% of the common stock of the Corporation. An additional
8% is owned by subsidiaries of a company, the shares of
which have been spun off by Teledyne, Inc. to its sharehold-
ers.

Consolidated Financial Statements No Longer
Presented

FOOTE MINERAL COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

2 (In Part): Summary of Significant Accounting Policies

Consolidation Policy. During 1985, steps were taken to
terminate the separate existence of the two inactive sub-
sidiaries of the Company. As of December 31, 1985, Lorraine
Quartzite, Ltd. was the only subsidiary where such liquidation
had not been completed. During 1986, the liquidation of this
subsidiary was completed. The presentation of the
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Statements of Operations and Statements of Changes in Fi-
nancial Position have been changed from that of the prior
year to conform with required current year presentation of
plant closing and plant writedown amounts and reporting of
long-term debt payments, respectively.

Composition of Segments Changed

FOSTER WHEELER CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS

1 (In Part): Summary of Significant Accounting Policies

Principles of Consolidation—The consolidated financial
statements include the accounts of Foster Wheeler Corpora-
tion and all significant domestic and foreign subsidiary com-
panies.

Commencing in 1986, the Corporation has changed the
composition of its segments (groups) and presentation of its
financial statements to reflect the changing nature of its busi-
ness. The Real Estate Development Group now includes de-
velopment, sale and rental of real estate. The Corporation’s
insurance operation and countertrade activities are now in-
cluded in the “Corporate and Unallocated” column of its
segment footnote. In addition, a separate Facilities Invest-
ment and Operations Group, engaged in the owning/leasing
to or operation for third parties of solid waste-to-energy and
cogeneration plants, has been established. In prior years, all
of the long-term assets of the Real Estate Development and
Financial Services group had been aggregated on the
Statement of Financial Condition as real estate and financing
assets. These assets have been disaggregated and are now
included with the other long-term assets of the Corporation.
Prior year financial statements have been reclassified to re-
flect these changes, without any effect on net assets and net
earnings.

Effective January 1, 1985 the Corporation changed its an-
nual accounting period to a fiscal year ending the Friday
closest to December 31 for domestic operations and De-
cember 31 for foreign operations. Each quarter consists of 13
weeks except for those years which will contain 53 weeks. In
53 week years one quarter will contain 14 weeks. The
changes did not materially affect the results of operations.

50% Owned Company Consolidated

FREEPORT-MCMORAN INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

1 (In Part): Summary of Significant Accounting Policies

Basis of Consolidation. Freeport-McMoRan Inc. (the Com-
pany) proportionately consolidates majority owned sub-
sidiaries in its financial statements, except for Freeport In-
donesia, Incorporated (Fl) and Freeport Queensland Nickel,
Incorporated (FQN), whose operations are located in foreign
countries and are accounted for under the equity method
(Note 10). FPCO Inc. (FPCO), a 50-percent-owned sub-
sidiary, is fully consolidated, as the Company currently exer-
cises financial control over FPCO and intends in the near
future to acquire the remaining equity interest in FPCO at
nominal cost (Note 5).

Fiscal Period of Foreign Subsidiaries Changed

RORER GROUP INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in Thousands except per share data)

Note 1 (In Part): Accounting Policies
Principles of Consolidation

The consolidated financial statements include the ac-
counts of United States and international subsidiaries. All
intercompany accounts and transactions are eliminated. In
1986, the Company changed the reporting period of certain
international subsidiaries from November 30 to December
31. Accordingly, an additional month of operating results are
included in the financial statements. The cumulative effect of
the change, which was December 1985, was not material
and, accordingly, no separate financial presentation is made.
The effect of the change in 1986, which was to include De-
cember, 1986, increased income from continuing operations
and net income by $6,218 and earnings per share by $.29
(which includes a $3,857 or $.18 per share restructuring gain
on the sale of certain international assets). All remaining sub-
sidiaries are consolidated on the basis of twelve-month
periods ending December 31.

Subsidiary To Be Spun Off Not Consolidated

TANDY CORPORATION (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Basis of Reporting (In Part)

Tandy Corporation (“Tandy” or the “Company”) is en-
gaged in consumer electronics retailing through its Radio
Shack store system and its Tandy Name Brand Retail stores.
The consolidated financial statements include the following:
(1) Tandy Corporation, (2) Tandy’s 100% owned sub-
sidiaries; and (3) Tandy’s investment in and share of net
earnings or losses of 20% to 50% owned companies.

On June 7, 1986, Tandy’s Board of Directors approved a
plan to separate the business of the Company into two dis-
tinct publicly held companies. The Canadian, European and
Australian retail operations are being reorganized into a new
company, InterTAN Inc. This company is expected to be
spun off to the stockholders of Tandy in the form of a tax-free
dividend. It is contemplated that stockholders who, as of the
record date, own ten shares of Tandy, will receive one share
of stock of InterTAN. Tandy’s investment in and the results of
operations of InterTAN are reflected in Tandy’s consolidated
financial statements on the equity method as InterTAN is now
a temporary investment that Tandy anticipates distributing to
its stockholders during fiscal 1987. Prior years’ financial
statements have been restated accordingly. The following
statements and notes relate to the operations of Tandy as it
will be configured after the spin off of InterTan is completed.
As a part of the spin-off transaction (“spin off”’), assets of
certain divisions of Tandy will be transferred to InterTAN at
net book value in exchange for notes receivable. The terms
and amounts of these notes will be finalized before the spin
off is completed. These notes will reduce Tandy’s investment
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in InterTAN thus reducing InterTAN’s equity that will be dis-
tributed to the stockholders. If Tandy should contribute
additional cash or other assets to InterTAN prior to the spin
off, it would increase the amount to be distributed. Summary
financial information for the InterTAN operations is shown on
pages 46 and 48 with a brief discussion of the financial condi-
tion and results of operations of InterTAN. Tandy has re-
quested a ruling from the Internal Revenue Service to deter-
mine that this dividend will not be taxable to the Tandy stock-
holders. A reply to this ruling request is not expected for
several months. While the spin-off plans are not yet for-
malized, the significant matters have been agreed upon by
the Tandy and InterTAN managements.

BUSINESS COMBINATIONS

Paragraph 8 of APB Opihion No. 16 states:

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 combi-
nation. A business combination which meets specified
conditions requires accounting by the pooling of inter-
ests 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 com-
panies 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 ac-
quired 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 as-
sets acquired and liabilities assumed based on their fair
values; the unallocated cost should be recorded as
goodwill.

Paragraphs 50 to 65 and 66 to 96 of Opinion No. 16 de-
scribe the manner of reporting and disclosures required for a
pooling of interests and a purchase, respectively.

Table 1-10 shows that in 1986 the survey companies re-
ported 22 business combinations accounted for as a pooling
of interests of which 9 such business combinations did not
result in a restatement of prior year financial statements.
Those companies not restating prior year financial
statements for a pooling of interests usually commented that
the reason for not doing so was immateriality.

Examples of poolings of interests and purchases follow.
Also presented are examples of corporate reorganizations.

TABLE 1-10: BUSINESS COMBINATIONS

1986 1985 1984 1983
Poolings of Interests
Prior year financial
statements restated ...... 13 10 12 n
Prior year financial
statements not restated .. 9 14 1 15
Total .cvereereereenerecereeraees 22 24 23 26
Purchase Method 239 200 194 154

POOLINGS OF INTERESTS
DEAN FOODS COMPANY (MAY)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Business Combinations:

Shareholders of the Company and The Larsen Company
(Larsen), a processor and marketer of canned and frozen
vegetables, approved a merger agreement on April 28, 1986,
whereby Larsen became a wholly-owned subsidiary. The
Company exchanged 5,965,752 shares of the Company’s
common stock (adjusted for the stock split on May 28, 1986)
for all outstanding shares of Larsen. The merger has been
accounted for as a pooling-of-interests and, accordingly, the
accompanying financial statements for all years presented
have been restated to include the financial position and re-
sults of operations of the combined companies.

Net sales and net income of the separate companies for
the periods preceding the acquisition were:

Dean

Foods Larsen - Combined
(In thousands)
Net Sales: (Unaudited)

Fiscal Year Ended May 27,

1984... i, $842,702 $177,848 $1,020,550
Fiscal Year Ended May 26,

1985. .. ceiiiiieeeenneas 973,744 181,128 1,154,872
Eleven Months Ended April

26, 1986......cc.cuvnnn.n. 985,056 168,073 1,153,129

Net Income: (Unaudited)

Fiscal Year Ended May 27,

1984, ., $ 24,344 $ 7,006 $ 31,360
Fiscal Year Ended May 26,

1985, i, 27,37 9,393 36,764
Eleven Months Ended April

26, 1986.....ccc0evvnennnne 30,281 6,851 37,132

During the 1986 and 1985 fiscal years the Company ac-
quired a number of small food operations, a transportation
operation and a dairy specialty products operation for cash.
The impact of these acquisitions on the Company’s consoli-
dated earnings was not significant. Results of operations of
these companies from their respective dates of acquisition
have been included in the Consolidated Statements of In-
come.

THE MAY DEPARTMENT STORES COMPANY (JAN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Merger. On October 3, 1986, shareholders approved the
merger of the company with Associated Dry Goods Corpora-
tion (ADG), whereby each share of ADG common stock was
exchanged for 1.72 shares of the company’s common stock
(69.7 million shares). This merger has been accounted for as
a pooling-of-interests.

The pooling-of-interests method requires the recognition of
merger-related costs in the period the merger is consum-
mated. During the third quarter of 1986, the company rec-
orded a pretax charge for merger-related costs of $124 mil-
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lion ($.50 per share; see Unusual Items on this page).
Merger-related costs include investment banking fees, legal
and accounting fees, severance and benefit-related costs,
and other costs of consolidating.

The effect of the restatement is summarized as follows:

Net Sales Net
and Earnings
Rental Net Per
(millions, except per share) Revenues Earnings Share
1986
May prior to merger .................. $ 3,401 $129 $1.47
Effect of ADG pooling, prior to merger 2,829 17 (.55)

Combined subsequent to merger ..... 4,146 235 1.52

Combined.........ccoouuvinneniinnennnn. $10,376 $381 $2.44
1985

May as previously reported .......... $ 5,080 $235 $2.69
Effect of ADG pooling ................. 4,462 112 (.49)
Combined..........coeenvenveniennennnn. $ 9,542 $347  $2.20
1984

May as previously reported .......... $ 4,663 $214 $2.48
Effect of ADG pooling ................. 4,172 13 (.38)
Combined........ceevvvnveneenrineennnns $ 8,835 $327 $2.10

In connection with the restatement, a number of adjust-
ments were made to conform accounting policies. These ad-
justments consisted of consolidating the credit subsidiary,
classifying finance charge revenues as sales, reflecting the
deferred method of accounting for ITC, and reflecting various
expenses consistently.

SCHERING-PLOUGH CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in millions, except per share figures)
Merger

On June 26, 1986, the Company consummated its merger
with Key Pharmaceuticals, Inc. (Key). In connection with the
merger, .265625 shares of the Company’s common stock
were exchanged for each share of Key common stock out-
standing, resulting in the issuance of approximately 9.5 mil-
lion common shares. In the second quarter of 1986, the
Company recorded a $27.6 pre-tax provision in conjunction
with the merger and integration of Key into the Company’s
U.S. pharmaceuticals business.

The merger was accounted for as a pooling of interests
and, accordingly, the consolidated financial statements of the
Company for all periods prior to the merger have been re-
stated to include the accounts and results of operations of
Key. Sales and net income of the separate companies for the
years ended December 31, 1985 and 1984 were as follows:

1985 1984
Sales:
Schering-Plough...........cccoieiiniinine.. $1,927.1  $1,874.3
KBY . enenenineeeiieieeeeeeee e renrerenenan 152.1 151.1
Combined.......coeviiieiiiniiiieiiiiiiiiinaes $2,079.2 $2,025.4
Net Income:
Schering-Plough...........ccoeeeeeiniani.... $ 1926 $ 177.2
Y etetetieeee et e e eeaaaas (.8) 22.1
Combined........ccovveiniiiiiiiiiiiee $ 191.8 $ 199.3

For the quarter ended March 31, 1986, the sales and net
income of Schering-Plough were $562.3 and $65.0, respec-
tively, and the sales and net income of Key were $50.4 and
$6.8, respectively.

THE MAYTAG COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Merger

On May 30, 1986, the Company issued 16,072,000 shares
of its Common stock for all of the outstanding Common stock
of Magic Chef, Inc., a manufacturer of home appliances and
soft drink vending equipment. This merger has been ac-
counted for as a pooling of interests and, accordingly, the
consolidated financial statements have been restated for all
periods prior to the acquisition to include the accounts and
operations of Magic Chef. Magic Chef was on a June fiscal
year. The restated financial statements for the years ended
December 31, 1986 and 1985 include both companies on a
calendar year basis. The financial statements for the year
ended December 31, 1984 include the operations of Magic
Chef for the twelve months ended June 29, 1985 and as a
result, sales and net income of Magic Chef for the six months
ended June 29, 1985 amounting to $496,968,000 and
$28,436,000, respectively, are included in the restated re-
sults of operations for both 1984 and 1985, and accordingly,
retained earnings have been adjusted.

Separate sales, net income and dividends of Maytag and
Magic Chef prior to the restatement are as follows (in
thousands):

Five Months
Ended
May 31, 1986  Year Ended December 31
(Unaudited) 1985 1984
Net Sales
Maytag ................ $297,918 $ 683,721 $ 642,561
Magic Chef............ 398,677 975,084 963,526
Combined.............. $696,595 $1,658,805 $1,606,087
Net Income
Maytag ................ $ 30,677 $ 71,840 $ 63,140
Magic Chef............ 12,169 53,052 53,564
Combined.............. $ 42,846 $ 124,892 $ 116.704
Cash Dividends
Maytag ................ $ 26,418 $ 44,788 $ 40,870
Magic Chef............ 2,688 9,924 8,696
Combined.............. $ 29,106 $ 54,712 $ 49,566

USX CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

4. Business Combination-Texas Oil & Gas Corp.

On February 11, 1986, a subsidiary of USX merged with
Texas Oil & Gas Corp. (TXO) and TXO became a wholly
owned subsidiary of USX. The merger agreement provided
for the exchange of each share of outstanding TXO common
stock into .6333 of a share of USX’s common stock, resulting
in issuance of 133 million common shares of USX. The
merger was accounted for as a pooling of interests.
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TXO historically accounted for costs of oil and gas produc-
ing activities under the “full cost” method and amortized such
costs using the gross revenue method. To conform to USX’s
method of accounting for oil and gas producing activities,
TXO's historical data has been adjusted to the “successful
efforts” method with amortization based on units of produc-
tion. In addition, certain items in TXO’s historical financial
statements were reclassified to conform to USX'’s reporting
format. The following data presents the separate results of
operations for USX and TXO, for the periods prior to the
merger:

(In millions) 1985 1984(a)
Sales:
USX (as previously reported)................ $19,283 $19,104
Effect of TXO...ooovviiiiiiiiiiieieieneneen 1,496 1,988
Combined........ceoeniiieniniiiiiienianenns $20,779 $21,092
Total income before extraordinary items and
cumulative effect of change in accounting
principle:
USX (as previously reported)................ $ 313 $ 414
Effect of TXO®).cueueeneniineninninineanenne. 189 300
Combined...........cceviviiniiiiniinn., $ 502 $ 74
Extraordinary items:
USX (as previously reported)................ $ 51 $ 79
Cumulative effect of change in accounting prin-
ciple:
USX (as previously reported)................ $ 45 $ —
Net income:
USX (as previously reported)................ $ 409 $ 493
Effect of TXO®)euuevnernenrieineeiieeiennnns 189 300
Combined.........coeeeviiiiiiieeneanenes $ 598 $ 793

(@) The data for USX is based on calendar years. TXO data for 1985
and 1984 is based on 12-month periods ended November 30, 1985,
and August 31, 1984, respectively. TXQ’s results of operations for the
periods of December 1985 and September through November 1984 are
excluded from the above data and reported as adjustments to net in-
come reinvested in business. TXO's sales, net income and dividends for
these excluded periods amounted to $549 million, $49 million and $19
million, respectively.

® Includes the change in method of accounting for TXO’s oil and gas
producing activities which reduced income by $52 million and $46
million for 1985 and 1984, respectively.

PURCHASES

AM INTERNATIONAL, INC. (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in thousands, except per share amounts)

Note 2: Business Combinations

In June 1986, the Company acquired all of the outstanding
shares of Harris Graphics Corporation (Harris Graphics), a
manufacturer of large offset web presses, bindery equipment
and business forms presses, for a cost of approximately
$246,000 in cash and Nicolet Zeta Corporation (Zeta), a
manufacturer and distributor of pen plotters, for approxi-
mately $22,000 in cash.

The acquisitions have been accounted for as purchases
and accordingly, the acquired assets and liabilities have been

recorded at their estimated fair values at dates of acquisi-
tions. The operating results of the acquired companies are
included in the Consolidated Statement of Operations from
the respective acquisition dates. The excess of the purchase
prices over the preliminary valuation of the net assets ac-
quired is classified in the Consolidated Balance Sheet as
Cost in Excess of Fair Value of Net Assets Acquired and is
being amortized on a straight-line basis over 40 years with
respect to Harris Graphics and 10 years with respect to Zeta.
The preliminary purchase cost allocation is subject to change
when additional information concerning asset and liability
valuations is obtained. Therefore, the final allocation may
differ from the preliminary allocation.

Summarized below are the unaudited pro forma results of
operations of the Company as though Harris Graphics had
been acquired at the beginning of the fiscal years presented.
Adjustments have been made for interest attributable to the
financing for these transactions, the estimated increases in
depreciation and amortization of the revalued assets and
other appropriate pro forma adjustments. It was assumed for
income per share amounts that the ten million common
shares sold in July 1986 were outstanding as of the begin-
ning of fiscal 1985. The pro forma results do not include Zeta
since the change from the reported pro forma amounts would
not be material.

Pro forma (Unaudited)

1986 1985
REVENUES ...vevieeniiieenineieeeeneeenenenes $1,145,742 $1,107,885
Income (loss) before extraordinary items . (14,391) 15,674
Extraordinary items, net.................... 2,482 16,512
Net income (105S).......ccevvveeriiennininnns (11,909) 32,186
Income per share:
Income (loss) before extraordinary items (.471) 7
Extraordinary items...............c....... .05 .33
Net income (10SS).....ccoevvenenenennnnens $ (.36) $ .50

Weighted average shares of common stock
and common stock equivalents outstand-

(11T O 51,653,472 50,808,767

The pro forma financial information presented above is not
necessarily indicative of either the results of operations that
would have occurred had the acquisition taken place at the
beginning of the periods presented or of future results of
operations of the combined operations.

AMAX INC (DEC)

NOTES TO FINANCIAL STATEMENTS

(in millions of dollars unless otherwise indicated and ex-
cept share and per share amounts)

2. Acquisition of Alumax Inc.

On November 24, 1986, AMAX completed the acquisition
of the 50 percent interest in Alumax Inc. (Alumax) which it did
not own.

Alumax is a major U.S. integrated aluminum and building
and architectural products company with manufacturing
plants in North America and Western Europe.

Under the terms of the acquisition agreement, Alumax ac-
quired a portion of its common stock in exchange for a new
issue of four million shares of Alumax preferred stock having
a par value of $100 million and paying an annual dividend of
8Y2 percent. Each such share is exchangeable into 1.5147
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shares of AMAX common stock. AMAX acquired the remain-
ing Alumax common stock for $335 million in cash, funded by
cash on hand and bank drawings. In the fourth quarter AMAX
received one-half of the special dividends of $130 million
previously declared by Alumax on its common stock.

The Company’s financial statements include the results of
Alumax on a consolidated basis from the acquisition date.
The acquisition has been accounted for as a purchase and
accordingly the excess purchase price over net assets ac-
quired of $86 million has been allocated to the net assets
acquired based upon the fair value of such assets and
liabilities at the date of acquisition. The following table pre-
sents the adjusted net assets of Alumax acquired:

Cash and equivulent.................................; ........... $ 16.6
Other net working capital..........c.ccoooviiiiiiiiiiiinenenan, 514.7
Property, plant and equipment, net..................coooueie. 849.1

(0] 1311 ) LS PO 23.4

Long-term debt including current maturities................... (473.4)
Other long-term liabilities...........c.c.ooeveiiiiiiiiiit. (146.4)
Preferred St0CK ...o.vvneiiiiieiiiii e (100.0)
Total Net ASSETS...ouinieireieiiieiiieierereeeee e eeenas 684.0
Less AMAX investment in Alumax...........cceveveeninennnnes 349.0
AMAX expenditure for Alumax ...........ceeeuveeeieanennnnnn. $335.0

The following table presents unaudited, pro forma operat-
ing results as if the acquisition had occurred on January 1,
1985 and 1986:

1986 1985

Net sales ...ovivniieiiiiieiii e $3,132 $3,065
Lass from continuing operations before income

BOXES e enenenenirereeeeeereraereneserererannenans (25) (284)

Net earnings (10SS) ........cvvvvviienenininreninennns 45 (557)

Net earnings (loss) per share....................... .36 (8.53)

The pro forma results are based upon certain assumptions
and estimates which the Company believes are reasonable.
The pro forma results do not purport to be indicative of results
that actually would have been obtained had the acquisition
occurred on January 1 of the years presented, nor are they
intended to be a projection of future results.

ALUMINUM COMPANY OF AMERICA (DEC)

NOTES TO FINANCIAL STATEMENTS

(In millions, except share amounts)

Q. Acquisition

In December 1986 Alcoa acquired approximately 91 per-
cent of the outstanding stock of TRE Corporation which was
accounted for as a purchase transaction. TRE is principally
engaged in the design and manufacture of metallic and com-
posite parts and structures for aerospace and marine applica-

tions. Through a merger completed in January 1987, TRE
became a wholly owned subsidiary of Alcoa.

The purchase price was $326, of which $239 was paid in
cash in December. The balance, to be paid in early 1987, is
reflected as a liability on Alcoa’s 1986 consolidated balance
sheet. The purchase price was allocated to the acquired as-
sets and assumed liabilities based on a preliminary determi-
nation of their respective fair values.

Since TRE was acquired in late December, its operating
results for the few days of Alcoa ownership were not material

and are not included in Alcoa’s 1986 income. TRE's reve-
nues were $166 for 1986 and $157 for 1985. Had the acquisi-
tion taken place on January 1, 1985, Alcoa’s 1986 and 1985
net income would not have been materially different, after
adjusting for interest and additional depreciation and amorti-
zation resulting from the acquisition.

AVON PRODUCTS, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Acquisitions and Disposals

During April 1986, the Company acquired all of the out-
standing common stock of The Mediplex Group, Inc. (“Medi-
plex”) for $216.9 million in cash and a $25.0 million note. The
purchase agreements provide for contingent payments of up
to $48.6 million based on the annual pre-tax income of Medi-
plex over the next two years. Any such payments will be
allocated to the assets of Mediplex, if applicable, or recorded
as additional excess of cost over net assets acquired. Medip-
lex operates nursing homes, alcohol and drug abuse treat-
ment centers, and a psychiatric hospital. It develops retire-
ment living facilities and also builds medical facilities for its
own account and for others. The acquisition was accounted
for as a purchase. The net assets of Mediplex have been
included in the financial statements at values representing a
preliminary allocation of the purchase price. Although final
valuations will affect this allocation, they are not expected to
have a material effect on the financial statements. The pur-
chase price exceeded the preliminary fair values assigned by
$105.5 million. Any excess will be amortized over 40 years on
the straight-line basis. The results of operations of Mediplex
from April 1, 1986 have been included in the consolidated
financial statements.

The effects of the acquisition of Mediplex on the Consoli-
dated Statement of Changes in Financial Position for the year
ended December 31, 1986 follow:

PrOPEITY cevneeneitiieeteeie et eeeierteeenereeneataenerenennas $161.1
Excess of cost over net assets acquired....................... 105.5
Other noncurrent assets...........oooeveiiiiiiiiiiniiiieneninn, 39.0
Long-term debt........cccooiiiiiiii (71.3)
Other noncurrent liabilities............ccooovviiiiiiiniinnnne.. (6.0)
Use of working capital .........cccoiuviniiiiiiniiiininn. 228.3
Working capital acquired............cooiiiiiiiiiiiiin, 13.6
Total purchase Price.......c.cveeeiieeiniieenieneeenenenines $241.9

Pro forma combined results of operations of Avon and
Mediplex for the years ended December 31, 1986 and 1985,
as if the merger had been consumated on January 1 of each
period, follow:

Year Ended December 31 1986 1985
Net sales .....oeniveiiiiiieiieieceeeaenee, $2,901.4 $2,546.1
Earnings from continuing operations before

FOXES . e eneniniientiir et aas 275.2 236.4
Earnings from continuing operations ........... 159.5 135.3
Net earnings (10SS) .......ocovveveeeiinineninnnn. 159.5 (52.8)

Earnings per share..........c.cccceeeviiniiiinn. 2.23 (.67)
Average shares outstanding .................... 71.65 79.35

Pro forma adjustments included in the table above are the
depreciation and amortization of the fair value of assets ac-
quired, interest expense on the note given as part of the
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purchase price and reduced interest expense that resulted
from the refinancing at lower interest rates of a portion of
Mediplex’'s debt. Pro forma earnings per share of common
stock are based on the average number of shares outstand-
ing during each period.

BRUNSWICK CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

6. Acquisitions

On December 8, 1986, the Company acquired all of the
outstanding stock of Bayliner Marine Corporation (“Bayliner”)
and its affiliates, a manufacturer of pleasure boats, outboard
motors, small aluminum boats and boat trailers, for $424.6
million. The purchase price consisted of approximately
$374.0 million in cash and 1.5 million shares of the Com-
pany’s common stock with a market value of $50.6 million.
The Company also acquired all of the outstanding stock of
Ray Industries, Inc. (“Sea Ray”) and its subsidiaries, a man-
ufacturer of pleasure boats, for 349.4 million on December
30, 1986. The purchase price consisted of approximately
$297.3 million in cash and 1.5 million shares of the Com-
pany’s common stock with a market value of $52.1 million.
Prior to the acquisition, Sea Ray paid $12.7 million to certain
of its employees to cancel all outstanding Sea Ray stock
options. The Company loaned Sea Ray the funds necessary
for the cancellation of these options.

The Bayliner and Sea Ray acquisitions have been ac-
counted for as purchases and their results of operations have
been included with those of the Company since the dates of
acquisition. Bayliner's and Sea Ray’s assets and liabilities
have been recorded in the Company’s consolidated financial
statements at their fair values at the acquisition dates, based
on preliminary estimates of fair value. These estimates of fair
value are subject to change when final information concern-
ing asset and liability valuations is obtained.

The preliminary purchase price allocation for Bayliner and
Sea Ray, which includes $5.0 million of other capitalized ac-
quisition costs, is summarized as follows:

(dollars in thousands)

Accounts and notes receivable ...l $ 33,401
INVENTOTIES +.vvivenenieenitenneneneeeiiiineieiinnainennns 100,615
PrOPEItY «uuevniiieneirieeer e ettt e eaeeaee 108,941
Other ASSeTS.....euveeeneiniiiieniniiieieiee e enes 13,263
Dealer networks, trademarks and other intangibles...... 451,645
Excess of cost over net assets of businesses acquired .. 211,417
Accounts payable ............cooiiiiiiiiiiiii (45,820)
Accrued eXPENSES ......ccienreiiuieiniriiriiiiaiaeans (29,607)
INCOME FAXES ..uveueenieniiiiiiiiiiiiieii e cieaes (24,981)
1011, SO (39,890)
Total allocation........eoveeeneiiiiie e $778,984

The following unaudited pro forma financial information
shows the results of operations for the years ended De-
cember 31, 1986 and 1985 as if the acquisitions of Bayliner
and Sea Ray had occurred at the beginning of each period
presented, but at the purchase prices paid in December,
1986. The results are not necessarily indicative of what would

have occurred had the acquisitions actually been made on
January 1 of the years presented or of future operations of
the combined companies. The pro forma resuits include the
effects of preliminary purchase accounting adjustments and
additional interest expense as if debt incurred in connection
with the acquisitions had been outstanding from the begin-
ning of each period. Based upon the preliminary purchase
accounting adjustments, the pro forma information includes
the straight-line amortization of dealer networks, trademarks
and other intangibles over their average estimated useful
lives of approximately 9 years and the excess cost of the
acquisitions over the estimated fair value of the net assets
acquired over 40 years. The pro forma results also reflect the
effect on earnings per share of the issuance of approximately
3.0 million shares of the Company’s common stock as-
sociated with the acquisitions.

(dollars in thousands, (Unaudited)

except per share data) 1986 1985
Revenues ........coccevvvveniiiiniiiininenen. $2,437,139 $2,107,827
Net earnings .........coeeveenvenieniinnennnns 114,781 87,476
Earnings per share..............ccevenennnn. $ 2.56 $ 1.90

The Company has made several other acquisitions, each
of which has been accounted for as a purchase. The results
of operations of such acquisitions have been included in the
consolidated financial statements from their respective dates
of acquisition. The effect of these acquisitions on the Com-
pany’s consolidated results of operations was not significant.

During 1986, the Company acquired from different com-
panies, certain assets relating to the following product lines:
golf club shafts, valves, and air conditioning and heating sys-
tems. The consideration for these acquisitions totaled $12.8
million in cash plus the assumption of certain liabilities.

In 1985, the Company acquired certain assets of a com-
pany which provides advanced materials design, engineering
and manufacturing services to defense and aerospace con-
tractors, for approximately $10.0 million in cash and notes.

In 1984, the Company acquired two companies which
manufacture bowling equipment and general purpose indus-
trial valves, respectively, for approximately $12.2 million in
cash. The Company also acquired certain assets from a
manufacturer of electric trolling motors for $12.6 million in
cash.

BURLINGTON INDUSTRIES, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-

MENTS

Note B: Acquisition

During the September quarter of fiscal 1986, the company
acquired all of the common stock of C. H. Masland & Sons, a
manufacturer of carpet and interior trim parts for the automo-
tive industry and carpet for residential and commercial use,
for an aggregate cost of approximately $132,565,000 which
includes approximately $10,508,000 of acquisition costs and
recapture of income taxes relating to anticipated election
under Section 338 of the Internal Revenue Code. The acqui-
sition has been accounted for as a purchase and, accord-
ingly, the net assets and operations of Masland are included
in the company’s consolidated financial statements begin-
ning with the September quarter of fiscal 1986.
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The purchase price has been assigned to the net assets
acquired based on the fair values of such assets and
liabilities at date of acquisition. The excess of cost over the
net tangible assets acquired of $48,863,000 is included in
intangible assets consisting primarily of contracts, customer
lists, product designs and favorable leases and is being
amortized on a straight-line basis over an average of approx-
imately 8 years. The amortization of intangible assets for
1986 was $836,000.

The following unaudited combined pro forma information
shows the results of the company’s operations for the fiscal
years presented as though the purchase of Masland had
been made at the beginning of each year (in thousands, ex-
cept per share data):

1986 1985
Net sales ......cooveneeiiiiiiiiiiininane, $2,952,013 $2,996,136
Net earnings ...........coevviveiiienanenn.. 55,423 9,900
Net earnings per share...................... 1.97 .35

The pro forma results of operations are not necessarily
indicative of the actual results of operations that would have
occurred had the purchase been made at the beginning of
the respective periods, or of results which may occur in the
future.

DESIGNCRAFT INDUSTRIES, INC. (FEB)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Acquisitions (In Part)

In January 1986, the Company acquired substantially all
the assets of Howard H. Sweet & Son, Inc. (Sweet), subject
to substantially all of its liabilities, for $3,000,000. Sweet is
engaged in the manufacture of gold chains and beads and
findings used in jewelry. The acquisition has been accounted
for as a purchase. In connection with this transaction, the
excess of the net assets acquired over the purchase price of
approximately $1,300,000 was allocated to property, plant
and equipment. The consolidated statement of income for the
year ended February 28, 1986, includes the operating results
of Sweet from December 1, 1985, the effective date of the
acquisition. The following unaudited consolidated pro forma
information shows the results of the Company’s operations
for the years ended February 28, 1986 and 1985 as though
the purchase of Sweet had been made as of the beginning of
each period presented:

1986 1985
Net sales ....ooveeniieiiiiiiicieeieee e $62,333  $62,858
Income before extraordinary item.............. 306 1,877
Net income ......c.eeeeiiiiiiiiiiiniiiiininaes 410 1,877
Net income per share ........................... $.28 $1.37

In thousands, except per share amounts

The pro forma results of operations are not necessarily
indicative of the actual operating results that would have oc-
curred had the transaction been consummated at the begin-
ning of the respective periods, or of the future operating re-
suits of the combined companies.

INTERNATIONAL MINERALS & CHEMICAL
CORPORATION (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-

MENTS

(Dollars in millions except per share amounts)

Acaquisition

As of February 28, 1986, IMC purchased Mallinckrodt for
$675 million in cash plus approximately $37.5 million of
acquisition-related liabilities. Mallinckrodt is composed of a
number of businesses which operate in three major areas:
medical products, specialty chemicals, and flavors and fra-
grances.

Based on estimated fair values, $531.8 million of the pur-
chase price was allocated to net tangible assets. The re-
mainder of the purchase price, $180.7 million, will be allo-
cated to identifiable intangible assets upon completion of an
appraisal during fiscal 1987. Pending completion of that ap-
praisal, the excess attributable to intangible assets is being
amortized on a straight-line basis primarily over 15 years.

The results of operations of Mallinckrodt from March 1,
1986, were included in the consolidated financial statements.
Unaudited pro forma combined information for continuing
operations assuming a July 1, 1984, acquisition is as follows:

1986 1985

Net Sales ..onvneniriiiiieiiei e $1,568.5 $1,715.9

Earnings (loss) from continuing operations .... (65.1) 65.6
Earnings (loss) from continuing operations per

cOmMMON ShAre ......oevereeeeeieieinianannnes $ 2.77) $ 2.4

This information does not necessarily indicate either what
would have occurred had the acquisition been consummated
on July 1, 1984, or what future operating results of the com-

_ bined operations might be.

THE RYMER COMPANY (OCT)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2. Murry’s and Sea Watch Acquisitions

Effective October 27, 1985, a subsidiary of the Company
acquired all of the capital stock of Murry’s, Inc. (“Murry’s”) for
a recorded purchase price of $57,490,000 (plus acquisition-
related costs). The excess investment over net assets ac-
quired was $28,211,000. Terms of the purchase agreement
called for a cash payment at closing of approximately
$43,864,000, a $4,870,000 promissory note (which was pre-
paid subsequent to the closing) and the issuance of 200,000
shares of the Company’s common stock recorded at
$3,000,000, the fair market value. Commencing on October
27, 1986, the Company has guaranteed, for one year, that
the sellers of Murry’s will be able to sell the Company’'s com-
mon shares at a minimum of $15 per share. Any shortfall will
be paid by the Company to the sellers. In addition, the Com-
pany has agreed to make further payments through 1991,
based upon future earnings of Murry’s, with a guaranteed
aggregate minimum of $8,400,000. The minimum amount
has been recorded at its estimated present value (approxi-
mately $5,756,000) as part of the initial recorded purchase
price. In addition, the Company may need to make further
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payments, which are not guaranteed, equal to 10% of Murry’s
pretax income, as defined, exceeding $7,000,000 in each
year until 1991. This additional purchase price earned in ex-
cess of the guaranteed amount (approximately $86,000 in
1986) has been and will be reflected as increases in the
excess investment over net assets acquired.

The cash portion of the purchase price was substantially
provided from the proceeds of the sale of the Company’'s
13% Senior Subordinated Sinking Fund Debentures with de-
tachable warrants (see Notes 7 and 11).

The shares of Murry’s stock are pledged and held in es-
crow to collateralize the $15 guaranteed stock price with re-
spect to the Company’s common shares and the guaranteed
earnout payments.

Effective June 5, 1986, a subsidiary of the Company ac-
quired substantially all of the assets, subject to certain
liabilities of Old Salt Seafood Company, now Sea Watch In-
ternational, Ltd. (“Sea Watch”), for a recorded purchase
price of $15,825,000 (plus acquisition-related costs). The ex-
cess investment over net assets acquired was $7,143,000.
The terms of the purchase agreement called for a cash pay-
ment at closing of $9,000,000, a $4,000,000 promissory note
(at 10% interest maturing June 1991) and the issuance of
100,000 shares of the Company’s common stock recorded at
$1,764,000, the fair market value. In addition, the Company
has agreed to make further payments through 1991, based
upon the future earnings of Sea Watch, with a guaranteed
aggregate minimum of $1,400,000. The minimum amount
has been recorded at its estimated present value (approxi-
mately $1,061,000) as part of the initial recorded purchase
price. The purchase price earned in excess of the guaranteed
amount (none in 1986) will be reflected as an increase in the
excess investment over net assets acquired. The maximum
amount of such future contingent payments is $10,100,000.
The cash payment at closing was substantially financed
through one of the Company’s existing lines of credit.

The results of operations of Murry’s and Sea Watch have
been included in the consolidated financial statements from
October 27, 1985 and June 5, 1986, respectively.

The acquisitions were accounted for using the purchase
method. The unaudited pro forma consolidated results of op-
erations, as if Murry’s and Sea Watch had been acquired as
of the beginning of 1985, are as follows:

1986 1985

(in thousands
except per share amounts)

Net sales .......ccoeveeninieniiniiniiniennen. $286,233  $280,329
Earnings before income taxes and extraor-

dinary item.......cooiiiiiiiiin, 7,544 5,783
Earnings before extraordinary item ........ 2,657 2,298
Net earnings ......ccevevveiiiiineniiennennes 7,098 5,268
Earnings per share of common stock:

Earnings before extraordinary item..... $ .28 $ .43

Net €amings ......ccoevvveiiieninininnnnn, $1.78 $1.52

The above pro forma data reflects adjustments primarily for
interest on borrowed funds, amortization of excess invest-
ment over net assets acquired and utilization of the Com-
pany’s net operating losses to offset income of the acquirec
businesses.

LEVERAGED BUYOUT

FRUEHAUF CORPORATION (THE SUCCESSOR)

NOTES TO FINANCIAL STATEMENTS

Note 1 (In Part): Organization and Summary of Accounting
Principles

Organization

On December 23, 1986, Fruehauf Corporation (“Old
Fruehauf” or the “Predecessor’) was acquired in a leveraged
buyout (the “Acquisition”) by Fruehauf Holdings, Inc.
Fruehauf Holdings, Inc. was formed to effect the Acquisition.
Immediately after the Acquisition, Fruehauf Holdings, Inc.
changed its name to Fruehauf Corporation (the “Corpora-
tion” or the “Successor”).

As explained in Note 2, the Acquisition has been treated as
a purchase in accordance with generally accepted account-
ing principles. The Acquisition, for financial statement pur-
poses, became effective on December 31, 1986. Accord-
ingly, the Consolidated Statement of Operations includes
only interest incurred and commitment fees paid on the bor-
rowings to effect the Acquisition and the related income tax
benefit for the period from June 24, 1986 to December 31,
1986.

The significant accounting principles used by the Corpora-
tion are described below, and are in accordance with gener-
ally accepted accounting principles.

Note 2: Acquisition of Business

Based upon discussions with the staff of the Securities and
Exchange Commission (the “S.E.C.”), the Acquisition was
accounted for in a Proxy Statement/Prospectus dated as of
November 24, 1986, and in a Prospectus dated as of De-
cember 17, 1986, relating to the issuance of $510,000,000
principal amount of the Corporation’s Senior Subordinated
Debt as a treasury stock acquisition and recapitalization. Dur-
ing the first quarter of 1987, the Emerging Issues Task Force
of the Financial Accounting Standards Board continued to
discuss the accounting treatment appropriate to transactions
of this type. In conjunction with further review with the S.E.C.
staff of the Corporation’s specific facts and circumstances,
the S.E.C. staff concluded that it would not object to the
recording of the Acquisition using purchase accounting
treatment. Under the purchase method, the cost of the Ac-
quisition has been allocated to the net assets acquired based
upon preliminary estimates of asset and liability values. The
table below sets forth the determination of the purchase price
and its allocation to the net assets acquired:

Amount

Purchase Price: Shares

Common shares purchased at

$49.00 ..o, 2,131,077 $ 104,422,773
Common shares purchased at

$49.50 ...t 14,575,000 721,462,500
Common shares exchanged at

$42.384. ...t 6,089,112 258,080,994
Shares exchanged by management

at $49.50.....ccienvinininnnne. 36,921 1,827,589
Transaction costs .................... 23,658,834

Total purchase price.............. 22,832,110 $1,109,452,690
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CORPORATE REORGANIZATIONS

LUCKY STORES, INC. (JAN)

FINANCIAL REVIEW

Restructuring (In Part)

In October 1986, the Company’s Board of Directors au-
thorized a restructuring (the Restructuring) designed to focus
the Company on its core food business. The Restructuring
consisted of the reincorporation of the Company from
California to Delaware, the repurchase of 14,375,000 com-
mon shares, the disposition of the Gemco department store
division (Gemco), the sale of Checker Auto Parts, Inc.
(Checker), the sale of Yellow Front Stores, inc. (Yellow Front)
and the tax free distribution of the stock of Hancock Fabrics,
Inc. (Hancock) to the Company’s stockholders in a pro rata
distribution.

Reincorporation

On December 22, 1986, the Company’s stockholders, at a
special meeting of stockholders, approved the reincorpora-
tion of the Company from California to Delaware. Pursuant to
the reincorporation, each outstanding share of Lucky Califor-
nia $1.25 par value common stock became one share of
Lucky Delaware common stock, par value $.01 per share.

Repurchase of Common Shares

As part of the Restructuring, the Company repurchased
14,375,000 of its common shares. The repurchase was made
pursuant to a tender offer made by the Company on
November 21, 1986 to purchase up to 14,375,000 of its
common shares for $40 in cash per share. The expiration
date of the offer was December 23, 1986, and the shares
were purchased in early January for $575 million.

OCCIDENTAL PETROLEUM CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (In Part): Summary of Significant Accounting Poli-
cies

Principles of Consolidation—The consolidated financial
statements include the accounts of Occidental Petroleum
Corporation, all majority-owned subsidiaries (except a wholly
owned finance subsidiary and certain insignificant sub-
sidiaries), and Occidental's interests in oil and gas explora-
tion and production joint ventures. All material intercompany
accounts and transactions have been eliminated. Invest-
ments in affiliates, including joint-interest pipelines, are ac-
counted for by the equity method (see Note 15).

Occidental was organized as a Delaware corporation in
April 1986 in connection with a reorganization, effective May
21, 1986, of a California corporation of the same name (Oc-
cidental California), in which, among other things: a wholly
owned subsidiary of Occidental was merged into Occidental
California; Occidental California’s outstanding shares of pre-
ferred stock and outstanding common shares were converted
on a share-for-share basis into shares of preferred stock and
common stock of Occidental; and Occidental California be-
came a subsidiary of Occidental. On August 1, 1986, Occi-
dental California merged with and into Occidental, with Occi-
dental being the surviving corporation. As a result, Occidental
succeeded to all of the property of Occidental California and

became subject to all of its obligations and liabilities. Refer-
ences to Occidental include Occidental California prior to
May 21, 1986, and these consolidated financial statements
give effect to the operations of and transactions by Occiden-
tal California during the periods presented as if they were
those of Occidental.

Certain statements, notes, and supplementary data for
prior years have been changed to conform to the 1986 pre-
sentation.

MANPOWER INC. (FEB)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Corporate Reorganization

On February 1, 1986, The Parker Pen Company’s 98.5%
owned subsidiary, Manpower, Inc., was merged into the
Company and the Company name was changed to Man-
power Inc. As a result of the merger, the Company acquired
the remaining 1.5% of the subsidiary from the two minority
stockholders, who are also officers and directors of the Com-
pany, for 300,000 shares of treasury stock resulting in an
increase in intangible assets of $6,200,000. The continuing
business of the Company is now solely temporary help ser-
vices.

OWENS-CORNING FIBERGLAS CORPORATION
(DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Recapitalization and Restructuring

In November, 1986 the Company’s stockholders approved
a plan of recapitalization whereby most stockholders re-
ceived for each of their common shares $52 cash, $35 princi-
pal amount of junior subordinated discount debentures and
one share of the recapitalized Company’s new common
stock. Each of the common shares held by four of the Com-
pany’'s empioyee benefit plans received seven new common
shares rather than the combination of cash, discount deben-
ture and new stock. The Company retired the stock acquired
under the recapitalization and all treasury stock. The Com-
pany financed the cash payments to its stockholders through
borrowings under a credit facility provided by a group of
commercial banks and from the issuance of senior subordi-
nated debentures (Note 7). As a result of the new debt, the
Company’s balance sheet is now highly leveraged and in-
vestment in the Company’s equity or debt securities entails
more risk than prior to the recapitalization.

The Company has accounted for the distribution of cash,
discount debentures and stock to its stockholders as a divi-
dend.

In order to generate funds required to make scheduled
interest and principal payments on indebtedness incurred in
the recapitalization the Company implemented a compre-
hensive restructuring plan in September, 1986. There are
three principal features of the réstructuring plan. One, the
Company is selling certain businesses, including the Aeros-
pace and Strategic Materials Group. Two, the Company is
discontinuing products and channels of distribution which do
not meet minimum return on investment criteria and is reduc-
ing excess production capacity through the closing and con-
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solidation of certain existing facilities and sections of
facilities. Three, substantial reductions are being made in
overall operating expenses, including research and de-
velopment, and in capital expenditures. The Company plans
to complete the restructuring by the end of the third quarter of
1987.

PREMARK INTERNATIONAL, INC.

NOTES TO THE CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1:

Effective October 31, 1986, one share of Premark Interna-
tional, Inc. (Premark) common stock was issued for every
four shares of Kraft, Inc. (formerly Dart & Kraft, Inc.) common
stock then outstanding to Kraft, Inc. shareholders of record
as of that date (the Distribution). Premark became a publicly
held company listed on the New York Stock Exchange and its
operations ceased to be owned by Kraft, Inc.

As part of the reorganization, Kraft, Inc. was paid dividends
and other cash amounts totaling $356.8 million with funds
borrowed under a revolving credit facility. (See Note 5.)

Note 5 (in Part):

Prior to the Distribution, Kraft, Inc. provided financing and
working capital for Premark’s operations. These transactions
are included in “Investment by and Advances from Kraft,
Inc.” in the Consolidated Financial Statements. No interest
income or expense had been allocated on intercompany bal-
ances. Interest expense included in the Consolidated State-
ment of Income relates to borrowings of Premark’s foreign
subsidiaries to meet local financing requirements, certain
domestic borrowings which continue to be outstanding after
the Distribution and interest on the funds borrowed under the
revolving credit facility at the Distribution date. It is expected
that in the future Premark will incur more interest expense
than is reflected in the historical financial statements.

The short-term borrowings and the long-term debt are pre-
sented on the following page.

RAYTECH CORPORATION (FORMERLY RAYMARK
CORPORATION)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(000’s omitted, except share data)

Note A: Formation of Raytech Corporation

On October 10, 1986, the shareholders of Raymark ap-
proved a plan of merger whereby Raymark became a wholly
owned subsidiary of Raytech Corporation. Management be-
lieves that the formation of the holding Company is intended
to provide a means to gain access to new sources of capital
and borrowed funds which could be used to finance the ac-
quisition and operation of new businesses in a corporate
structure that should not subject Raytech or such acquired
businesses to the asbestos-related liabilities of its principal
subsidiary, Raymark. Additionally, the shareholders ap-
proved a proposal to amend Raymark’s Restated Certificate
of Incorporation to reduce the par value of Raymark common
stock from $12.50 to $1.00. Accordingly, the shareholders’
equity section in the accompanying 1986 balance sheet was
adjusted to reflect the par value reduction by reducing com-
mon stock and increasing additional paid in capital by

$34,348. Effective October 15, 1986, each share of common
stock of Raymark was automatically converted into both a
share of Raytech common stock and a right to purchase a
warrant for Raytech common stock. Each Warrant entitles
the holder to purchase one share of Raytech common stock
at a price of $9.00 at any time, subject to certain limitations,
prior to October 1, 1991. At December 28, 1986, 3,072,135 of
these warrants were purchased for $1.00 each and the
amount of $3,072 is included in the shareholders’ equity sec-
tion in the accompanying 1986 balance sheet. After giving
effect to the merger, Raytech now has an authorized capital
structure consisting of 11,000,000 shares of Raytech com-
mon stock with a par value of $1.00, and 800,000 shares of
preferred stock without par value. Raytech is now reserving
approximately 4.5 million shares of its authorized stock for
possible issuance upon exercise of the warrants and em-
ployee stock options.

CONTINGENCIES AND COMMITMENTS

Statement of Financial Accounting Standards No. 5 de-
fines a contingency as “an existing condition, situation, or set
of circumstances involving uncertainty as to possible gain or
loss to an enterprise that will ultimately be resolved when one
or more future events occur or fail to occur.” SFAS No. 5
supersedes Accounting Research Bulletin No. 50 as the au-
thoritative pronouncement on accounting for and reporting-
loss contingencies but reaffirms the provisions of ARB No. 50
that apply to gain contingencies and to commitments.

Table 1-11 summarizes the various contingencies and
commitments (except leases which are summarized in Table
2-28) disclosed in the 1986 annual reports of the survey
companies. The balance sheets of 192 survey companies
showed a caption, without an amount, for contingencies
and/or commitments. As indicated in Table 1-11, 51 survey
companies disclosed that they were self insured either as a
result of company policy or because of not being able to
obtain adequate insurance.

Examples of contingency and commitment disclosures fol-
low. Additional examples of disclosures concerning sales of
receivables with recourse and obligations to maintain work-
ing capital or restrict dividends are presented in connection
with Table 2-6 or Table 2-26, respectively.

LOSS CONTINGENCIES

Litigation
AMAX INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
21 (In Part): Contingencies and Commitments

Anamax Mining Company, in which AMAX is a 50 percent
partner, AMAX and others are defendants in a lawsuit
brought by the U.S. Government in its own right and on be-
half of the Papago Indian Tribe and others alleging with-
drawal of excessive amounts of surface and groundwater
from the Santa Cruz River Basin in derogation of their rights.
Mining operations have ended and agreements to settle this
action have been executed. It is anticipated that litigation will
be dismissed.
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TABLE 1-11: CONTINGENCIES AND
COMMITMENTS

Number of Companies
1986 1985 1984 1983
Loss Contingencies

Litigation ......coeeeveninnins 361 347 339 340
Guarantees

(11211 133 127 118 121

Support agreements ...... 26 30 22 19

Lease payments........... 22 17 17 24

Other ...ovvvvniineennnnn, 33 N/C N/C N/C
Sale of receivables with re-

COUMSE ..vevernrnnannnnnn.. 96 95 85 75
Possible tax assessments... 65 68 65 74
Insurance ...........oo.ee... 51 24 N/C N/C
Letters of credit.............. 51 30 17 24
Government regulations..... 47 52 40 39
Renegotiation of government

contracts............c..n.s 3 6 7 6
Other—described ........... 25 30 24 30

Gain Contingencies
Operating loss carryforward 167 169 135 131
Investment credit carryfor-

ward ....oeieiienieieenen. 128 150 121 123
Plaintiff litigation ............ 22 22 19 28
Other—described ........... 6 1 3 5
Commitments
Dividend restrictions......... 395 398 413 418
Hedge confracts.............. 88 59 N/C N/C
Plant expansion.............. 80 87 89 97
Purchase agreements........ 66 70 66 63

Additional payments in con-
nection with an acquisi-

1110 U 34 22 10 14
Employment confracts ....... 26 26 29 22
Sale agreements ............. 13 19 7 11
Other—described ........... 36 33 27 24

N/C—Not Compiled.

A subsidiary of the Company is one of a number of defen-
dants in five suits in which plaintiffs seek substantial dam-
ages arising out of losses they claim to have sustained in
connection with the trading of silver futures contracts during
1979 and 1980 allegedly as a result of actions of commaodity
exchanges, their Boards of Governors and companies as-
sociated with their members. A retired officer of the sub-
sidiary, who was then a member of the Board of Governors of
The Commodity Exchange, Inc., is also a defendant in two of
these actions. It is not possible to assess the potential liabil-
ity, if any, of the Company. In the opinion of the Company’s
General Counsel, the facts relevant to these actions which
have been brought to his attention do not support the plain-
tiff's claims.

In 1986, an action was commenced in the United States
District Court for the District of New Jersey under the Federal
Water Pollution Control Act and seeks a declaratory judg-
ment, injunctive relief, the imposition of civil penalties and
costs for alleged violations of AMAX’s New Jersey Pollutant
Discharge Elimination System water permit covering the Car-
teret facility. If the maximum civil penalties are assessed, the
potential liability to AMAX would exceed $3 million. AMAX is

defending this action while pursuing a settlement agreement
with the plaintiffs. AMAX has improved its water treatment
system at the Carteret facility and will eliminate some of the
discharges upon cessation of smelting and refining opera-
tions.

AMOCO CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS
20. Litigation

Suits are pending in various state and federal courts in
llinois against Amoco and certain subsidiaries seeking dam-
ages for pollution, and in some cases punitive damages, aris-
ing out of the stranding of the Amoco Cadiz on March 16,
1978, off Portsall, France. The actions allege negligence, and
in some cases unseaworthiness, as the cause. The suits are
by the Republic of France on its own behalf and on behalf of
its citizens, by various French municipalities and governmen-
tal departments, by labor and other organizations, and by
private citizens. Amounts originally claimed for pollution
damage aggregated about $1.9 billion, but the amount of
claims (exclusive of interest) being asserted currently is esti-
mated at 1.8 billion French francs (or approximately $300
million if the year-end exchange rate is used). It is believed
that the claims exceed actual damages and are duplicative to
some extent. On April 18, 1984, the federal court entered an
order in favor of all claimants against Amoco and two of its
subsidiaries on a joint and several basis with respect to liabil-
ity. The court also held that Amoco is entitled to damages
against the shipbuilder, Astilleros Espanoles, S.A., to the ex-
tent that Amoco’s liability was contributed to by the negli-
gence and fault of the shipbuilder. The court retained jurisdic-
tion for the purpose of resolving the damage issues, and trial
on these issues commenced on April 16, 1986, and will end
in the spring of 1987. The suits are not expected to have a
material adverse effect on the corporation’s consolidated fi-
nancial position.

ANDERSON, CLAYTON & CO. (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 20. The Company was sued by Continential Fidelity
Life Insurance Company (“CFLIC”) and its parent on May 19,
1986 in the United States District Court of Arizona in connec-
tion with its sale of American Founders Life Insurance Com-
pany to CFLIC. In the suit, plaintiffs allege that $3.4 million is
due as a post-closing adjustment in the purchase price pur-
suant to the contract of sale. Under the contract, the post-
closing adjustment will be based upon audited financial
statements which have not yet become available. Approxi-
mately $2 million is on deposit in escrow with a bank awaiting
determination of the purchase price adjustment. The com-
plaint also asserts various theories of damages, each of
which equals $6 million in actual damages (including the $3.4
million adjustment) and various theories of treble and punitive
damages. Based on available information, the Company be-
lieves the plaintiffs’ claims in this commercial dispute are
exaggerated. When the audited financial statements become
available, the Company intends to vigorously defend its posi-
tion.
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BIRD INCORPORATED (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11. (In Part): Commitments and Contingencies

Litigation

A competitor has filed a civil complaint against the Com-
pany. The complaint alleges that the Company’s Industrial
Group has manufactured, used and sold centrifuge ap-
paratus that infringes the competitor’s patent. The complaint
seeks compensatory damages of an unspecified amount,
treble damages and attorney’s fees, and an injunction enjoin-
ing the Company from infringing the patent. The Company

intends to vigorously contest this lawsuit which is currently
awaiting trial.

On September 30, 1986, the Company and numerous
other parties entered into an Administrative Order on Con-
sent (No. 11 CERCLA-60209) issued by the U.S. Environ-
mental Protection Agency, regarding the removal of hazard-
ous wastes from certain properties in Fulton, New York, cer-
tain of which are, or were formerly, owned by the Company.
These properties have been designated as priority sites
under the federal “Superfund” statute, 42 U.S.C. 9601, et
seq. Pursuant to the Administrative Order, the Company has
paid approximately $75,000 for removal of waste on site and
the Company may be liable for additional costs associated
with the removal of contaminated soil and groundwater. The
EPA’s investigation and report on the nature and extent of the
contamination and proposal for remedial action have not
been promulgated. However, on the basis of limited prelimi-
nary data and other information currently available, the Com-
pany believes that such costs will not be material in amount.

The Company is also exposed to a number of asserted and
unasserted potential claims encountered in the normal
course of business. In the opinion of management, the resol-
ution of these matters will not have a material adverse affect
on the Company’s financial position or results of operations.

BROWN & SHARPE MANUFACTURING COMPANY
(DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

7. Contingencies

In December, 1983, the Regional Director of the National
Labor Relations Board (NLRB), at the direction of the NLRB’s
General Counsel, issued a consolidated complaint which in
substance alleged that the Company had committed certain
unfair labor practices and that the International Association of
Machinists strike at its Rhode Island operations, which began
in October, 1981, was therefore an unfair labor practice,
rather than an economic strike. Pursuant to the Company’s
motion to dismiss numerous counts of that complaint, an
NLRB Administrative Law Judge dismissed certain of the
charges on April 16, 1986. The unions and General Counsel
have appealed this decision to the NLRB. Any final decision
by the NLRB may be appealed to the United States Court of
Appeals for the First Circuit. The Company is unable, at this
time, to estimate with any degree of certainty the total dam-
ages, if any, which could result from any adverse decisions to
the Company in this litigation. The Company intends to con-
tinue to vigorously defend the complaint and management

believes the Company will ultimately prevail and that the final
resolution of this complaint will not have a material adverse
effect on the Company’s financial position.

CPC INTERNATIONAL INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

Litigation

Prior to November 4, 1986, entities controlled by Ronald O.
Perelman (the “Perelman Group”) acquired 3,680,645
shares, or approximately 7.6%, of the Company’s then out-
stanting common stock. On November 4, 1986, the Com-
pany’s investment banker, Salomon Brothers Inc (“Salo-
mon”), was asked to make definitive recommendations for
restructuring the Company to maximize values to stockhold-
ers, and the Board of Directors authorized the repurchase of
up to 10 million of the 48.7 million shares of common stock
then outstanding. On November 5, 1986, Salomon pur-
chased 4,030,645 shares of the Company’s common stock,
including all of the shares held by the Pereiman Group, at a
price of $88.50 per share (equivalent to 8,061,290 shares at
a price of $44.25 per share, giving effect to the two-for-one
split in January 1987). Later on November 5, 1986, the Com-
pany acquired the 4,030,645 shares from Salomon at the
same price. In November and December 1986, five stock-
holder derivative suits and one class action were instituted in
the United States District Courts for the District of Delaware,
the Southern District of New York and the District of New
Jersey. The defendants in the derivative suits are the Com-
panyand its directors, Salomon, Mr. Perelman and entities
controlled by him. The defendants in the class action are the
Company, Salomon and Mr. Perelman. The plaintiffs vari-
ously allege that the Perelman Group purchased large blocks
of the common stock in an attempt to acquire control of the
Company, that the Company purchased the shares which
Salomon had acquired from the Perelman Group at an artifi-
cially inflated price, and that the defendant’s actions consti-
tute violations of Section 10(b) of the Securities Exchange
Act of 1934 and Rule 10b-5 thereunder, breach of fiduciary
duties of directors and waste of corporate assets. The plain-
tiffs seek unspecified damages, injunctive relief, rescission of
the transactions and the return of amounts paid by the Com-
pany to the Perelman Group or to Salomon. The defendants
deny all allegations of improper conduct and are defending
the suits.

CSP INC. (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

9. (In Part): Commitment and Contingency:

Litigation:

In October 1986, an action was brought against the Com-
pany and its President by a former officer for an alleged
wrongful termination of his employment agreement with the
Company. The suit seeks $34,000,000 in damages. The
Company and its President have responded by denying any
wrongful termination and asserting that the former employee
has been paid all amounts pursuant to the agreement. Man-
agement believes this suit is without merit and that the out-
come of this matter will not materially affect the Company’s
financial position.
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EASTMAN KODAK COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS
Legal Notes

The trial of the action filed by Polaroid Corporation in 1976,
charging that Kodak’s instant cameras and print film infringe
certain Polaroid patents and seeking an injunction and treble
damages, was completed in 1982. On October 11, 1985, the
U.S. District Court in Boston entered a judgment holding that
Kodak’s instant film, PR-10, and EK4 and EK6 instant
cameras infringed seven patents of Polaroid Corporation and
issued an injunction, effective January 9, 1986, prohibiting
further manufacture or sale of such products in the United
States. Kodak appealed to the U.S. Court of Appeals for the
Federal Circuit and moved for a stay of the injunction during
pendency of the action. Kodak’s motion to stay the injunction
was denied by the Court of Appeals on January 7, 1986, and
by the Supreme Court on January 8, 1986. The injunction
accordingly became effective on January 9, 1986. The Court
of Appeals for the Federal Circuit affirmed the decision of the
District Coyrt on April 25, 1986 and the United States Su-
preme Court denied Kodak'’s petition for certiorari on October
6, 1986. Trial of the issue of damages will be in the U.S.
District Court in Boston. Based on the advice of counsel re-
tained to represent it in the case, the company does not
believe that it is likely the amount of damages will have a
material adverse effect on the financial condition of the com-
pany. Damages will be charged against earnings of the year
of final resolution.

Kodak was involved in other litigation, investigations of a
routine nature, and various legal matters during 1986 which
are being defended and handled in the ordinary course of
business.

EVEREST & JENNINGS INTERNATIONAL (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Legal Proceedings:

In 1982 a competing wheelchair manufacturer filed com-
plaints in the United States District Court for the Northern
District of Ohio, Eastern Division against the Company and a
subsidiary. The complaints allege that the Company has
monopolized the manufacture of wheelchairs, that the Com-
pany has conspired with others in restraint of trade, that the
Company has violated antitrust laws, that the Company has
engaged in price discrimination and in unfair competition and
that it has interfered intentionally in the plaintiff's business.
The complaint seeks damages in excess of $13,500,000.
The Company denies all charges and has filed a coun-
terclaim charging the competing manufacturer with price and
other discriminations in violation of the Robinson-Patman
Act. The Company seeks damages in excess of
$19,500,000.

The same competing manufacturer filed a complaint in the
United States District Court for the Northern District of lllinois,
Eastern Division against a subsidiary of the Company alleg-
ing patent infringement with no specific amounts claimed.
The subsidiary has filed an answer denying all substantive
charges and a counterclaim seeking a declaration that plain-
tiff's patents involved are invalid and not infringed.

In addition, the competing manufacturer filed a similar law-
suit against a foreign subsidiary of the Company, under that

nation’s jurisdiction. The case was tried in the spring of 1984,
and in the spring of 1987 the Court reached a decision in
favor of the plaintiff, with the amount of damages, if any, to be
determined pursuant to subsequent proceedings. The Com-
pany and the subsidiary are currently considering an appeal
of the Court’s decision.

A complaint was filed in the United States District Court for
the Central District of California against a subsidiary of the
Company seeking injunctive relief and claiming damages of
$4,500,000 for nuisance and trespass arising out of vi-
brations allegedly caused by operations at the subsidiary’s
neighboring plant. The District Court subsequently dismissed
the case for lack of jurisdiction. The complainant has ap-
pealed the District Court's decision to the Ninth Circuit Court
of Appeals and has filed (but not yet served) a similar com-
plaint in the Los Angeles County, California Superior Court.

On March 4, 1985, the Attorney General for the State of
Missouri filed a petition for injunction and other court orders
against a subsidiary of the Company seeking, among other
reliefs, a permanent injunction requiring the subsidiary to re-
call its Model 3P motorized wheelchairs sold to Missouri con-
sumers, for inspection and repair of an alleged defect in the
motor. The subsidiary has filed an answer to the complaint
denying all substantive allegations and has filed a third party
complaint against the manufacturer of the allegedly defective
motor. Certain discovery proceedings have taken place, and
the subsidiary, the motor manufacturer and the Attorney
General are exploring the possibility of resolving their dif-
ferences without protracted litigation.

A complaint for alleged breach of contract was filed in the
United States District Court for the Central District of Califor-
nia against a subsidiary of the Company claiming damages of
$1,005,700 arising out of the subsidiary’s acquisition of rights
to a new product line and to future development of additional
new products. The matter was settled, and the complaint
dismissed with prejudice in exchange for payment by the
subsidiary of a cash amount and delivery of certain tooling
and inventory with respect to the proposed new product line.
The amounts involved are not considered material by the
Company.

The Company and the subsidiaries involved intend to vig-
orously defend themselves and to vigorously prosecute their
counterclaims in all pending actions, but the Company is un-
able to predict their eventual outcome.

FLEMING COMPANIES, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
Contingency

In 1986, two retail customers filed separate suits against
the company alleging fraud, misrepresentation, breach of
contract, conspiracy to violate federal laws and state antitrust
violations arising out of their purchase of retail grocery stores
through the company from a third party. Damages sought
range up to $45 million in each suit for actual or treble dam-
ages and punitive damages of $5 million in one suit and $45
million in the other. The company is vigorously defending the
actions and management believes there will be no adverse
financial effect.
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THE GILLETTE COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Contingencies

Gillette is subject to lawsuits and claims arising out of its
business. In addition, a number of derivative and class action
lawsuits have been filed against the Company and its direc-
tors alleging breaches by the directors of their fiduciary
duties, vilolations of the Federal securities laws, wrongful in-
terference with the rights of shareholders and other wrongful
actions in connection with the purchase by the Company of
its stock from Revlon Group described in the Note entitled
“Stockholders’ Equity” and the issuance of rights in De-
cember 1985 which were redeemed in 1986 as described in
the Note entitled “Preferred Stock Purchase Rights.” The
steps taken by the Company and the directors which are the
subject of the litigation were taken after consultation with their
legal and financial advisors. These lawsuits are still in the
very early stages of litigation, but management, after review
and consultation with counsel, believes that both the Com-
pany and the directors have meritorious defenses to the alle-
gations. Management, after review and consultation with
counsel, considers that any liability from all of these matters
would not materially affect the consolidated financial position
of the Company.

The Company has guaranteed borrowings of certain com-
panies in which it holds minority interests. Such guaranteed
borrowings amounted to approximately $6 million at De-
cember 31, 1986.

KERR GLASS MANUFACTURING CORPORATION
(DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 11 (In Part): Commitments and Contingencies

On June 18, 1986, the Foster-Forbes Division of National
Can Corporation (“NCC”) filed suit against the Company in
Superior Court for Wilson County, North Carolina for an un-
specified sum in excess of $250,000 resulting from a fire that
occurred on June 24, 1984 in a glass container plant in Wil-
son, North Carolina which had been sold by the Company to
NCC on September 19, 1983. NCC had previously advised
the Company that total damages exceeded $25 million. The
complaint seeks treble damages and attorney’s fees. On
September 10, 1986, the Company filed a motion to dismiss
the NCC complaint. A hearing on the Company’s motion had
not yet been scheduled. Counsel for the Company believes
the NCC claim is without merit.

KOPPERS COMPANY, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
11. Litigation

In 1981, Inland Steel Company filed an action against the
Company asserting a claim in the amount of $100 million for
damages under a construction contract. The Company filed a
counterclaim against Inland to recover-$17 million represent-
ing fees on the contract. A jury verdict was rendered on Feb-
ruary 21, 1984 for Inland on its claim, in the amount of $74
million, and for the Company on its counterclaim, in the

amount of $10 million. The verdict was affirmed by the Court
of Appeals of Indiana. The Company has filed a request for
rehearing with the Court of Appeals. If the request is denied,
the Company will request transfer of the case to the Indiana
Supreme Court. While the ultimate outcome of this litigation
is not currently determinable, the Company believes that it
has meritorious defenses to Inland’s claim and it will take all
legal action to set aside this verdict or obtain a new trial.

MERCK & CO., INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
9. Contingent Liabilities

There are various legal proceedings against the Company,
including one group of product liability cases brought against
the Company and varying numbers of other pharmaceutical
companies seeking in excess of $3.5 billion in damages, al-
leging injury from the use of certain synthetic estrogen drugs,
including diethylstilbestrol (DES), manufactured by the de-
fendant companies. While it is not feasible to prgdict or de-
termine the outcome of any of these cases, it is the opinion of
management that their outcome will have no material ad-
verse effect on the financial position of the Company.

THE NEW YORK TIMES COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

5. Cable Litigation

In June 1986 the Appellate Division of the New York State
Supreme Court rendered a decision relating to the 1981 ac-
quisition of two cable television systems. Atissue in the litiga-
tion is when the Company may offset construction-cost over-
runs against the purchase price. As a result of the decision,
the Company recorded a non-recurring interest charge of
$8.5 million, or $.05 per share, in the second quarter of 1986.

The litigation arose from the terms of the Purchase
Agreements (the “Agreements”) under which the Company
acquired two cable television systems that were still under
construction. The Agreements provided that to the extent the
construction costs exceeded $36,500,000, the purchase
price was to be reduced by offsets against certain non-
negotiable notes payable through March 2, 1987. The Com-
pany’s position is that under the Agreements it is entitled to
offset the construction-cost overruns as they are incurred and
the notes come due. The sellers claim that the Company is
not entitled to offset the costs until a final determination has
been made of the amount of the overruns. The Appellate Divi-
sion’s order, entered September 30, 1986, upheld the sellers’
interpretation. The Company is seeking permission to appeal
the Appellate Division’s order and at the same time trying to
expedite the arbitration process which, as set forth in the
Agreements, will ultimately determine the amount of the
offsets.

From the acquisition date through December 31, 1986, the
originally-issued negotiable and non-negotiable notes of
$67,000,000 (exclusive of a contingent amount of
$10,000,000, the maximum amount payable had certain
specific operating results been achieved in the last six
months of 1982), have been reduced by approximately
$63,600,000, which includes approximately $28,400,000 re-
lated to offsets against the non-negotiable notes for actual
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construction-cost overruns. The Company anticipates that
there will be further construction-cost overruns.

THE STOP & SHOP COMPANIES, INC. (JAN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11. Litigation

In October, 1985 the Commonwealth of Massachusetts on
behalf of its citizens filed suit against the Company and two
other supermarket operators. This civil antitrust suit claims
violations of Sections four and sixteen of the Clayton Act. The
complaint alleges that the defendants conspired to fix the
price of grocery products, meat items and dairy products for
which manufacturers’ coupons were distributed in Mas-
sachusetts and Connecticut from March, 1982 until late 1982.
The Company has denied the allegations.

The plaintiff seeks as yet undetermined damages, which it
estimates to be in excess of $1,000,000, plus attorneys fees.
Plaintiff also asks that the damages be trebled. The litigation
is in discovery.

In June, 1986 the State of Connecticut, on behalf of its
citizens, filed civil antitrust suits in the U.S. District Court for
the District of Connecticut and in the Superior Court of Con-
necticut against the Company and one other supermarket
operator. The Federal action claims violations of Sections
four and sixteen of the Clayton Act. The State action claims
violations of Chapter 624 of the General Statutes of Connec-
ticut. The complaint alleges that the defendants and their
co-conspirators fixed prices of grocery products and meat
items for which manufacturers’ coupons were published and
distributed in Connecticut between 1978 and 1982.

In the Federal action, plaintiff seeks as yet undetermined
damages which it estimates to be in excess of $1,000,000,
plus attorneys fees. Plaintiff also asks that the damages be
trebled. The litigation is in discovery. In the State action,
plaintiff seeks civil penalties of $250,000 per violation, plus
attorney’s fees. The parties have agreed to stay the State
court action (until April 24, 1987).

The Company believes it has meritorious defenses to all
three lawsuits. Moreover, the Company does not believe that
these suits are material to its operations or net assets.
Nevertheless, settlement discussions have been held in an
attempt to avoid the cost of protracted litigation.

TEMTEX INDUSTRIES, INC. (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note M (In Part): Contingencies

In 1984, the Company was named as a defendant in a
counterclaim by a railway company on the matter of a truck-
train collision. The counterclaim was a response to the pri-
mary action brought by the estate of the driver of the truck
against the railway company. In 1986, the primary action was
tried and the jury exonerated the railway company from liabil-
ity for the accident. The railway company requested the
driver's fault be imputed to the owner of the truck and the
Company, who leased the truck. The railway company has
submitted a proposed judgment of approximately $3.2 mil-
lion. The Company is insured by a primary liability policy as
well as an excess liability policy. The judgment is within the

combined amount of the primary and excess policies. How-
ever, the excess carrier has stated that coverage is not pro-
vided because the primary carrier failed to keep the excess
carrier advised of the litigation. The Company, which believes
that it has meritorious claims against one or more of the
insurance carriers, intends to vigorously pursue its claims
against the insurance companies. Additionally, the Company
intends to assist the insurance carriers in vigorously pursuing
any appeals or other steps which the carriers may undertake
in connection with defense of the actions.

MURPHY OIL CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note N—Litigation Settlements—Excess of insurance pro-
ceeds over carrying value of the ODECO drilling barge
Ocean Ranger, which sank in 1982, increased fourth quarter
1984 net income $26,815,000, $.73 a share. All remaining
litigation arising from loss of this barge was resolved in 1986
within the limits of ODECO’s applicable liability insurance.

In the fourth quarter of 1986, the Company and a sub-
sidiary entered into a Settlement Agreement with the Iranian
government and the National Iranian Oil Company under the
terms that all claims and counterclaims before the Iran-
United States Claims Tribunal (all of which related to the
subsidiary’s former operations in Iran) were dismissed in
consideration of receipt by the subsidiary of $36,110,000, net
of certain expenses. The settlement increased net income
$26,371,000, $.78 a share.

Guarantee of Indebtedness of Others

AIR PRODUCTS AND CHEMICALS, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

12. Other Commitments and Contingencies

The company has guaranteed repayment of borrowings of
unconsolidated companies accounted for on the equity
method, in the amount of $4.1 million at year end.

In the normal course of business, the company has com-
mitments, lawsuits, contingent liabilities, and claims (includ-
ing the claims relating to a fire at a facility of Syncrude
Canada Ltd.). However, the company does not expect thatany
sum it may have to pay in connection with any of these mat-
ters would have a materially adverse effect on its consoli-
dated financial position.

ASHLAND OIL, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note G (In Part): Leases and Other Commitments

Ashland Coal has a contingent liability of $26,600,000 for
its share of the indebtedness of a 20% owned joint venture
operating a coal loading terminal at Newport News, Virginia.
Venture partners are required to pay their share of the ven-
ture’s operating and debt service costs in exchange for the
right to use their share of the terminal’'s loading capacity.
Ashland Coal’s share of such payments amounted to
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$5,170,000 in 1986, $4,730,000 in 1985 and $1,644,000 in
1984. Payments for fixed operating and debt service costs
will approximate $4,400,000 annually through 2012 under
current economic conditions.

COLT INDUSTRIES INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

4. (In Part): Discontinued Operations

In December 1985, the company sold its Crucible Materials
Corporation and Crusteel Limited subsidiaries to the man-
agement and employees of Crucible in a leveraged buyout.
Accordingly, the financial statements of the company for
1985 and 1984 have been restated to account for the opera-
tions of Crucible Materials Corporation and Crusteel Limited
as discontinued operations.

As part of the sale, the company has a $21,000,000 minor-
ity investment in Crucible Materials Corporation, principally
nonvoting, which is included in Other Assets in the Consoli-
dated Balance Sheet, and a contingent liability as guarantor
of $40,250,000 of debt, which has been cash collateralized.
In addition, the company is contingently liable for
$13,150,000 in industrial revenue bonds that were assumed
by Crucible. Net sales of the discontinued operations were
$259,696,000 in 1985 and $288,033,000 in 1984.

12. (In Part): Commitments and Contingencies

The company and certain of its subsidiaries are contin-
gently liable as guarantors of certain debt and leases and as
defendants in various lawsuits, including actions involving
asbestos-containing products. The guaranteed debt, includ-
ing debt described in Note 4, amounted to $73,373,000 at
December 31, 1986 compared with $75,373,000 at the end of
1985. In the opinion of management, the contingent liabilities
will not have a significant effect on the financial position of the
company and its subsidiaries.

COPPERWELD CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 8 (In Part): Commitments and Contingencies

With the distribution of the common stock of CSC Indus-
tries, Inc. to Copperweld Corporation stockholders, CSC In-
dustries, Inc. (CSC) became a separately established pub-
licly held company. As such, it is no longer a part of Copper-
weld Corporation. The Corporation is still contingently liable,
however, for certain obligations of CSC. Principal among
these contingencies is the Corporation’s guarantee of certain
long-term debt commitments of CSC. Including the current
maturities of this debt, the total at December 31, 1986, was
$8,200,000. The debt is payable through the year 2002 with
interest rates between 734% and 13%.

CUMMINS ENGINE COMPANY, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 12 (In Part): Guarantees and Contingent Liabilities:

The company has guaranteed loans and leases of inde-
pendent distributors approximating $17 million as of De-

cember 31, 1986. The company’s commitment under out-
standing letters of credit was $.6 million at December 31,
1986. Cummins is also senior guarantor under terms of
Eurodollar borrowings of its Brazilian subsidiary. The Brazi-
lian company had deposited $15.2 million with the Central
Bank of Brazil at December 31, 1986, to satisfy all of the loan
obligations as they came due.

THE DORSEY CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

5 (In Part): Contingent Liabilities and Commitments:
Contingent Liabilities

During 1984, the Company entered into a joint venture to
develop the technology for producing a can-shaped plastic
container (Petainer). The Company uses the equity method
of accounting for its investment in the joint venture. The
Company has committed to guarantee up to a maximum of
$10,350,000 of indebtedness for funding capital expenditures
and operations of the venture of which $5,867,000 were out-
standing at December 31, 1986. The Company’s share of
losses from operations of the joint venture, net of tax benefits,
recognized in the financial statements was $799,000,
$251,000 and $84,000 in 1986, 1985 and 1984, respectively.

During 1982, the Company sold substantially all of the net
assets of its glass container business. Relative to this dispo-
sition, certain continuing liabilities remain for which, in the
opinion of management, adequate accruals have been pro-
vided.

IPCO CORPORATION (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 10 (In Part): Commitments and Contingencies

Guarantee: The Company is contingently liable for a mort-
gage of approximately $3,428,000, attributable to the Com-
pany’s former headquarters, which was sold during fiscal
1976. In connection with the sale, the property was conveyed
to the buyer, subject to the mortgage on the property.

SUPER VALU STORES, INC. (FEB)

NOTES TO FINANCIAL STATEMENTS
H. Commitments and Contingencies:

The company has guaranteed mortgage loan obligations of
$1,761,000. The company has also guaranteed the leases
and fixture financing loans of various affiliated retailers
($26,892,000 and $6,089,000, respectively). In addition, the
company is contingently liable for bonds ($14,398,000) that
are comprised of an assignment to the purchasers of its Har-
rison House Food Service Division ($2,030,000), various af-
filiated locations ($10,518,000) and a tax increment bond
($1,850,000).
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UNIVERSAL LEAF TOBACCO COMPANY,
INCORPORATED (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 10 (In Part): Commitments and Other Matters
Contingent obligations resulting from guarantees of lines of
credit for foreign and domestic affiliates approximated $164

million at June 30, 1986. The maximum exposure related to
any one affiliate approximated $31 million.

Guarantees Other Than Guarantees of
Indebtedness

CONCORD FABRICS INC. (AUG)

NOTES TO FINANCIAL STATEMENTS
(Note K)—Contingent Liability:

In connection with certain warehouse space previously
leased by the Company, the Company is contingently liable
for the landlord’s losses up to approximately $350,000 a year
if the current tenant fails to fulfill its lease obligations. The
contingency could extend to 1996, or expire by 1988 if certain
lease renewal conditions are met.

EMHART CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS
19. Litigation and Contingent Liabilities
There are claims and actions pending against the Com-
pany and its subsidiaries. In the opinion of management, the
amounts, if any, which may be awarded in connection with

these claims and actions would not be material to Emhart’s
consolidated financial position.

The Company is contingently liable for approximately $49
million of contract performance bonds as of December 31,
1986.

THE BFGOODRICH COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in millions)
Note V (In Part): Commitments and Contingencies

Goodrich is contingently liable for approximately $18.4 for
rental payments under leases that have been assigned to
others.

KRAFT, INC. (DEC)

NOTES TO THE CONSOLIDATED FINANCIAL STATE-
MENTS

Note 2 (In Part): Financing Arrangements

Under an agreement with D&K Financial Corporation (for-
merly Dart & Kraft Financial Corporation), an unconsolidated
subsidiary, the company has undertaken certain support ob-
ligations in connection with the borrowings of that subsidiary,

including the obligation to make payments to D&K Financial
Corporation sufficient to cause D&K Financial Corporation’s
pretax earnings before interest expense to be at least 1.15
times its interest expense. No payments have been required
under this agreement. At the end of 1986, D&K Financial
Corporation had borrowings of $679.3 million, which are not
guaranteed by Kraft, Inc., at a weighted average interest rate
of 7.6 percent.

McCORMACK RESOURCES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 3 (In Part): Discontinued Operations

The company remains contingently liable on certain
guarantees and undertakings related to the discontinued op-
erations, including a portion of the rental payments on a
Great Lakes vessel (annual payments of approximately
$1,300,000 for 1987 through 2001, $5,100,000 for 2002
through 2005, and $2,600,000 in 2006); the capital lease
payments on the ocean tankers (annual payments of approx-
imately $4,734,000 for 1987 through 1995, $2,256,000 in
1996 and $726,000 in 1997); performance on three tax bene-
fit transactions; funding future cash losses of the Great Lakes
fleet (up to a maximum of $14,850,000); and certain other
obligations. A substantial amount of the accrual for estimated
liabilities on discontinued operations recorded at June 30,
1986 was associated with these contingent guarantees and
undertakings, for which the timing of potential payments is
indeterminate.

NAVISTAR INTERNATIONAL CORPORATION (OCT)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

17 (In Part): Commitments, Contingent Liabilities and Re-
strictions on Assets

At October 31, 1986, commitments for capital expenditures
in progress were approximately $69 million.

The parent Company is obligated under agreements with
private lenders of Navistar Financial to maintain Navistar Fi-
nancial’'s income before interest expense and income taxes
at not less than 125% of its total interest expense. Amounts
paid by the parent Company under these agreements have
no effect on the consolidated results of Navistar International
Corporation and subsidiaries. The parent Company paid $5
million in 1984 to Navistar Financial under the terms of these
agreements. No income maintenance payments were re-
quired in 1986 and 1985.

THE UNITED STATES SHOE CORPORATION (JAN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

8 (In Part): Commitments and Contingencies—

Contingencies—The company has guaranteed and is,
therefore, contingently liable under leases of facilities expir-
ing between 1987 and 1997 that are operated by certain
customers. Minimum rentals guaranteed under such leases
range from $5.4 million in fiscal 1987 to $2.1 million in 1991
and aggregate $23.2 million for the eleven-year period.
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UNITED TECHNOLOGIES CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 17 (In Part): Commitments and Contingent Liabilities:

The Corporation is engaged in various legal proceedings
and, at December 31, 1986, was contingently liable in the
amount of approximately $17,000,000 representing dis-
counted accounts and notes receivable. The Corporation par-
ticipates in guarantees of aircraft financing arrangements in-
cluding commitments to purchase aircraft and deficiency
guarantees on aircraft resale values or lease payments. At
December 31, 1986 the Corporation had contingent obliga-
tions of $315,000,000 under these guarantees. The Corpora-
tion’s commitments under its support and operating
agreements with its finance subsidiaries are set forth in Note
10. Management does not expect that amounts, if any, which
may be required to be paid by reason of such litigation, dis-
counted receivables, guarantees or agreements will be of
material importance to the financial condition or earnings of
the Corporation.

The Corporation extends performance and operating cost
guarantees, which are beyond its normal warranty and ser-
vice policies, for extended periods on some of its products,
particularly commercial aircraft engines. Liability under such
guarantees is contingent upon future product performance
and durability. Management has no present reason to believe
that such guarantees will result in material losses to the Cor-
poration.

WANG LABORATORIES, INC. (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note M (In Part): Leases

In June, 1986, the Company received $49.8 million in con-
nection with the sale and lease back of land and buildings
having a net book value of $34.6 million. The Company’s
lease back agreement has a noncancellable term of three
years with subsequent year-to-year renewal options for an
additional thirty-seven years. The Company has guaranteed
the residual value of the leased property up to a maximum
amount of approximately $42.5 million at the end of the initial
three-year lease term and in declining amounts thereafter.
The excess of the proceeds received over the net book value
of the assets sold has been deferred until the residual
guarantee has been satisfied.

Receivables Sold With Recourse

THE ALLEN GROUP INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 10 (In Part): Commitments and Contingencies
The Company was contingently liable to financing institu-

tions, principally for customers’ obligations, in the aggregate -

amount of approximately $8,000,000 at December 31, 1986.
Losses, if any, under these arrangements are not expected to
be significant. The Company is also contingently liable under
an irrevocable letter of credit in the amount of $4,000,000

issued on behalf of a senior executive of the Company
guaranteeing certain provisions of postemployment consult-
ing and supplemental pension agreements. The Company is
contingently liable to its insurance carrier under its work-
men’s compensation and liability policies. In connection
therewith, the Company has provided letters of credit ag-
gregating $12,000,000.

Various legal actions are pending against or involve the
Company and its subsidiaries with respect to such matters as
product liability, casualty claims and patent infringement. In
the opinion of management, after review and consultation
with counsel, the aggregate liability, if any, that ultimately
may be incurred will not have a material adverse effect on the
consolidated financial position of the Company.

In December 1986, the Company filed claims under its
fidelity insurance coverage ($1,025,000), seeking to recover
part of the losses resulting from the unauthorized transac-
tions of certain former employees of its West German leasing
subsidiary. The Company is also pursuing other actions to
recover additional amounts in connection with these transac-
tions. The Company cannot, at this time, give any assurance
that these unrecorded claims will be resolved in its favor.

BERGEN BRUNSWIG CORPORATION (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

14—Contingencies

The Corporation was contingently liable as guarantor to the
extent of $5,795,000 as of August 31, 1986 on customer’s
trade notes receivable sold to financial institutions. The Cor-
poration is involved in various items of litigation. Although the
amount of liability, if any, at August 31, 1986 with respect to
these items of litigation cannot be ascertained, the Corpora-
tion believes that any resulting future liability will not materi-
ally affect is continuing consolidated operations.

COLLINS INDUSTRIES, INC. (OCT)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

10 (In Part) Commitments and Contingencies:

(b) Repurchase Agreements—The Company is contin-
gently liable under the terms of an agreement covering cer-
tain of its dealers floorplan financing arrangements. These
arrangements provide for the repurchase of products sold to
dealers in the event of default by the dealer to the financial
institution. The contingent liability under this agreement was
approximately $950,000 at October 31, 1986.

The Company has also entered into an agreement
whereby municipal leases may be sold to a bank. Under the
terms of this agreement, the Company may be required to
repurchase the unpaid principal amount of a lease in the
event of default by the lessee. The purchase price is defined
as all unpaid principal plus all unaccrued but unpaid interest
plus any costs or expenses of collection incurred by the bank.
As of October 31, 1986, the Company had sold $886,000 of
municipal leases to the bank. The uncoliected principal
amount of municipal leases sold to the bank was $547,725 in
1986 and $725,640 in 1985.



Contingencies 73

The Company has never been required to repurchase any
vehicles under the terms of either of the above agreements.
In the event of a default, the risk of loss would be reduced by
the resale value of the repurchased vehicle.

THE COCA-COLA COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

15. Receivable and Contract Right Conversions. In 1986
and 1985, the Company sold its rights to cash payments
under contracts related to certain films and television pro-
gramsnot presently available for telecast. Approximately $45
million in 1986 and $31 million in 1985 of such rights were
acquired by CCFC, the Company’s wholly owned finance
subsidiary. These transactions resulted in deferred revenue
which is recognized as operating revenue as the respective
materials become available for telecast. The differences be-
tween the present value of the contracts and the amounts to
be recognized as revenue are being reported as nonoperat-
ing deductions. Certain entertainment and other accounts re-
ceivable, totaling $238 million in 1986 and $465 million in
1985, were also sold. These transactions are subject to re-
course. The uncollected balance of receivables was approx-
imately $618 million and $413 million at December 31, 1986
and 1985, respectively.

DEERE & COMPANY (OCT)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Commitments and Contingent Liabilities

On October 31, 1986, certain foreign subsidiaries were
contingently liable for approximately $19 million of receiva-
bles discounted with financial institutions. Also, at October
31, 1986, the company and its subsidiaries had commitments
of approximately $100 million for construction and acquisition
of property and equipment.

Certain foreign subsidiaries have pledged assets with a
balance sheet value of $50 million as collateral for funds
advanced by banks in the aggregate amount of $18 million as
of October 31, 1986. ¢

The company guarantees the principal and interest on
commercial paper and long-term debt due in 1988 issued by
John Deere Finance Limited. At October 31, 1986, John
Deere Finance Limited had $5 million of commercial paper
and $22 million of long-term debt guaranteed by the com-
pany.

The company is contingently liable to the unconsolidated
retail finance subsidiaries for losses on uncollectible retail
notes. The maximum liability for such losses was $66 million
at October 31, 1986. The company’s and the unconsolidated
retail finance subsidiaries’ receivable allowances are consid-
ered adequate to cover retail note losses as well as any
losses on the company’s trade receivables.

The company has an agreement entitling it to purchase the
rotary combustion engine business of Curtiss-Wright Corpo-
ration. At October 31, 1986, the company was contingently
obligated to Curtiss-Wright for approximately $18 million, rep-
resenting installments payable, which includes interest,
through July 1, 1991. The future installments are contingent
upon the company’s continuation of activities in connection
with the engine.

Possible Tax Assessments

BARNES GROUP INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 7 (In Part): Income Taxes

The Company has been assessed $6,800,000 of additional
taxes by the Internal Revenue Service for the years 1978
through 1983, relating to the Company’s allocation of the
purchase price of acquisitions made during that period. In
June 1986, the Company was assessed $6,900,000 of
additional taxes by the Internal Revenue Service for the year
1983, relating to the Company’s deduction of losses on the
divestiture of its European manufacturing operations in that
year. If this assessment is upheld, it will also result in the
assessment of an additional $7,100,000 in taxes for 1984.
Management is contesting these assessments and, in its
opinion, the ultimate resolution thereof will not have a mate-
rial effect on the financial position or results of operations of
the Company.

BAUSCH & LOMB INCORPORATED (DEC)

NOTES TO FINANCIAL STATEMENTS
Provision For Income Taxes (In Part)

During the first quarter of 1986, the Internal Revenue Ser-
vice completed an examination of the company’s operations
for the period 1980-1982 and has proposed adjustments to
the company’s previously filed tax returns, the most signifi-
cant of which related to income earned by the company’s
operations in Ireland. A petition contesting the alleged defi-
ciency was filed with the U.S. Tax Court. During the third
quarter of 1986, the company settled all of the outstanding
issues in the years under examination, except for that relating
to operations in Ireland. Taxes and accrued interest as-
sociated with the proposed adjustments amount to approxi-
mately $15 million, which exceeds the company’s tax provi-
sion for the years in question. The company is continuing its
vigorous opposition of the remaining proposed adjustment in
the U.S. Tax Court. Management believes that any tax liabil-
ity which may arise for the periods in question or for sub-
sequent years will not have a materially adverse effect on the
financial position of the company.

CENTRONICS CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

8 (In Part) Income Taxes

In November 1981 and December 1986, the Company re-
ceived deficiency notices from the Internal Revenue Service
(“Service”) with respect to its fiscal years 1975 through 1982
based primarily on the Service’s position that the prices of
products sold to the Company by its subsidiary operating in
Puerto Rico (“Puerto Rico Subsidiary”) in those years should
be adjusted to allocate taxable income to the Company and
that certain related tax credits should be disallowed. In addi-
tion, the Service has taken the position that should its pro-
posed income allocations for fiscal years 1977 through 1982
not be sustained at least in substantial part, then, alterna-
tively taxable income should have been recognized at the
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time of the liquidation of the Puerto Rico Subsidiary in 1982
under a tax benefit theory. Depending upon the manner in
which the Service were to prevail, management believes that
the Company’s maximum tax liability after application of
available United States net operating losses (i.e. the losses
accumulated through June 27, 1982) to offset allocable tax-
able income would be approximately $17 to $20 million, ex-
clusive of interest and state income taxes, and the Com-
pany’s accumulated United States net operating loss car-
ryovers as of December 28, 1986 would be reduced to ap-
proximately $23 million.

The Company is vigorously contesting the deficiency
notices and has filed petitions for redetermination of the de-
ficiencies in the United States Tax Court. After consultation
with special tax counsel to the Company, management be-
lieves that in certain instances the Service’s proposals are
without merit, or the Company has meritorious defenses
available to it, and that in other instances the Service’s posi-
tion is unlikely to be sustained in the amounts proposed.
Based upon the Company'’s analysis of the deficiency notices
and the advice of special tax counsel, management of the
Company believes that any liability for federal or state income
taxes and related interest charges which may arise from the
ultimate resolution of the issues raised by the Service will not
have a material adverse effect on the Company’s financial
position. However, the Company’s United States net operat-
ing loss carry-forwards, which, could otherwise be availabie
to offset future income, may be utilized to a substantial extent
to offset income the Company may be required to recognize.

The 1981 deficiency notice included an assessment of
$1.5 million related to a matter in which a former employee
took a position contrary to that of the Company. In February
1987, a decision of the United States Court of Appeals for the
First Circuit in a litigation between the Service and the former
employee with respect to this issue became final. If the First
Circuit's decision is followed with respect to the Service’s
assessment against the Company, the Company’s maximum
liability under the assessment would be approximately $1
million plus interest. The Company has fully provided for such
maximum liability in its 1986 financial statements.

In February 1983, the Company received a deficiency
notice from the State of New Hampshire, Department of Rev-
enue Administration, with respect to its fiscal years 1977 to
1980, assessing approximately $1.4 million of additional
taxes plus interest based on the taxation of worldwide income
under the “Unitary Tax Method.” The Company contested
the assessment by filing a petition in the Superior Court of the
State of New Hampshire in March 1983. At this time, the
Company is unable to predict the final resolution of this mat-
ter; however, management believes the Company has
meritorious defenses against this assessment and con-
sequently has made no provisions with respect to this matter.

PETTIBONE CORPORATION (MAR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note E (In Part): Contingencies and Litigation:
(3) Federal Tax Returns:

Federal income tax returns have been audited by the Inter-
nal Revenue Service and agreed to through 1976. As a resuit
of these reviews, the Company has accrued approximately
$550,000 to settle all disputes for 1976 and prior. The Internal

Revenue Service has also completed reviews through 1980
and, as a result, has made an assessment of about $7 million
for the years 1977 through 1980. The Company is currently
protesting this assessment at the Appellate level. No accru-
als have been established for the years 1977 to date. The
Company feels the $7 million assessment will be reduced
through the Appellate process and any additional taxes which
may become payable will be further reduced due to the car-
ryback of net operating losses.

Note F (In Part): Income Taxes:

The Federal income tax returns of the Company have been
examined or closed through 1972. The Internal Revenue
Service has proposed adjustments for the years 1973
through 1980. See Note E for the status of the proposed
adjustments. Federal tax returns for the years 1981 to 1985
have not yet been examined by the Internal Revenue Ser-
vice.

TELEDYNE, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 14 (In Part): Commitments and Contingencies.

The Company is defending a lawsuit brought in the
Chancery Court of Delaware alleging claims relating to cer-
tain repurchases of its stock. The action seeks compensatory
and punitive damages in an indeterminate amount and alter-
natively, rescission. The Company believes that the allega-
tions made in the complaint are not meritorious and that the
Company has adequate legal defenses.

The Internal Revenue Service (IRS) has proposed the im-
position of an accumulated earmnings tax of approximately
$122 million for 1981 and $128 million for 1980 in connection
with the audit of the Company’s consolidated Federal tax
liability. The same issue may be raised by the IRS in their
audits of years subsequent to 1981. The Company believes
the assertion of an accumulated earnings tax by the IRS is
both legally and factually without merit and intends to defend
vigorously against it. In the opinion of the Company, the ulti-
mate resolution of this issue will not materially affect its finan-

cial statements.
[ 4

Letter of Credit

AMAX INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
21 (In Part): Contingencies and Commitments
AMAX has arranged for letters of credit in the amount of

$65 million in favor of The Commodity Exchange, Inc. and
various other corporations at December 31, 1986.

BROWNING-FERRIS INDUSTRIES, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

6 (In Part): Commitments and Contingencies—
At September 30, 1986, the Company has $65 million in

open letters of credit, of which the most significant relate to its
Riyadh, Saudi Arabia contract, and compliance with landfill
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and licensing closure requirements. Most of the liabilities
guaranteed by these instruments are carried on the balance
sheet. The Company also guarantees $5 million of solid
waste revenue bonds of an unconsolidated partnership.

CMI CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11 (In Part): Commitments and Contingencies

At December 31, 1986, the Company has guaranteed bor-
rowings by customers amounting to approximately
$2,000,000. In addition, the Company was contingently liable
for outstanding letters of credit, not reflected in the accom-
panying financial statements, in the amount of $3,209,000.

EMERSON RADIO CORP. (MAR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note G (In Part) Commitments and Contingencies:
(2) Letters of Credit:

Outstanding letters of credit, not reflected in the accom-
panying financial statements, aggregated approximately
$24,179,000 at March 31, 1986.

GENESCO INC. (JAN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 7. Letters of Credit

In July 1986 Genesco entered into an agreement with four
U.S. banks making up to $12 million in commercial letters of
credit available for issuance to Genesco suppliers in connec-
tion with the importation of foreign goods. The credit line,
which was guaranteed by Genesco’s Canadian subsidiary,
covered the issuance of letters of credit through January 31,
1987 payable on or before April 30, 1987. Effective January
27, 1987 and February 6, 1987, the Company entered into
amendments extending the letter of credit agreement and
deleting the requirement that the Company’s obligations be
guaranteed by its Canadian operating subsidiary. The
amended letter of credit agreement covers letters of credit
issued through April 30, 1987 payable on or before July 31,
1987. Negotiations to obtain a commitment beyond these
dates are continuing. Genesco’s letter of credit agreement
requires the Company to maintain (i) an excess of current
assets over current liabilities of at least $110,000,000; (ii)
Tangible Net Worth of at least $70,300,000; and (iii) a ratio of
total liabilities (excluding Subordinated Debt) to the sum of
Tangible Net Worth and Subordinated Debt of not more than
2.45 to 1. All of the above requirements were met at January
31, 1987.

ICOT CORPORATION (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 3 (In Part): Capitalized Lease Obligations and Line of
Credit

The Company also has a commercial letter of credit facility
of $1,500,000 available under the $5,000,000 line. As of Au-
gust 2, 1986, approximately $830,000 in letters of credit had
been issued under this facility. In addition, the agreement
provides for a standby letter of credit facility of $1,500,000
under the $5,000,000 line. As of August 2, 1986, approxi-
mately $901,000 in letters of credit had been issued under
this facility. Available borrowings under the $5,000,000 line of
credit are reduced by the amount of the outstanding letters of
credit.

McDERMOTT INTERNATIONAL, INC. (MAR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 7 (In Part): Contingencies and Commitments
McDermott International is contingently liable under

standby letters of credit totalling $277,177,000 at March 31,
1986 issued in the normal course of business.

MONFORT OF COLORADO, INC. (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note J (In Part): Contingencies and Commitments

In connection with certain self-insurance agreements, the
Company has $3,150,000 in outstanding Letters of Credit at
August 30, 1986.

SPENCER COMPANIES, INC. (MAY)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

20. Contingent Liabilities and Commitments:

At May 31, 1986 and June 1, 1985, commitments on open
letters of credit totaled approximately $2,700,000 and
$3,600,000, respectively.

Insurance Coverage

ARMADA CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

15 (In Part): Litigation and Contingencies

The Company has agreed to indemnify its directors and
officers to the maximum extent permitted under Michigan law
for liabilities they may incur as a result of their activities as
directors and officers. This indemnification is limited to
$3,000,000 per occurrence. The Company and its directors
and officers do not have directors and officers liability insur-
ance.
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BECOR WESTERN INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note M (In Part): Commitments and Contingent Liabilities

The Company has general liability insurance with self as-
sumed retention on product liability claims (excluding aircraft
products) of $2,000,000 per occurrence; aircraft products
have no retention, and other general liabilities have reten-
tions of $250,000 per occurrence. An estimate of the
amounts due and payable on existing claims for which the
Company is liable is included in current liabilities.

GENERAL SIGNAL CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS
12 (In Part): Contingencies and Commitments

Insurance. The company’s general and product liability in-
surance program, with respect to insured events occurring
after April 1, 1986, lacked coverage in several intermediate
layers and required substantial coinsurance by the company.
These gaps in insurance coverage available to the company
reflect trends in liability insurance generally and are not
unique to the company, whose experience has historically
been satisfactory.

The company has been able to eliminate major gaps and
reduce coinsurance requirements as to future coverage. No
significant claims have been asserted against the company
during this period of reduced coverage. However, if such
claims were to be asserted, the lower levels of coverage
would apply to such claims.

RAYTHEON COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note J (In Part): Commitments and Contingencies

Due to the reduced availability and increased cost of insur-
ance, the company, through its Beech Aircraft Corporation
subsidiary, has been unable to purchase aircraft liability cov-
erage in amounts or upon terms that have been traditionally
available. Accordingly, since 1985, management has deter-
mined that the company will retain higher levels of coverage.
Retained coverage not provided for amounted to $30 million
in 1986 and $16 million in 1985.

SCHERING-PLOUGH CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Insurance

The Company'’s liability insurance coverage, including
product liability insurance, decreased substantially for events
occurring after June 1, 1985, and was decreased again for
events occurring after June 1, 1986, such that, currently, the
Company is essentially self-insured for product liability.
These reductions in insurance coverage reflect trends in the
liability insurance area generally and in particular for product
liability in the chemical and pharmaceutical industries, and
are not unique to the Company. While the Company cannot
categorically state that future claims will not have a material

impact on its financial position, the Company is not presently
aware of any claim materially in excess of coverages now in
place and, based on historical experience, would not antici-
pate that potential future claims would have a material impact
on its financial position.

TOSCO CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS
14 (In Part): Commitments and Contingencies

Tosco currently carries approximately $175,000,000 of
property and business interruption insurance, the maximum
amount currently available at what Tosco believes to be
commercially reasonable rates. Such insurance may be in-
sufficient to cover losses that may occur. In addition, as part
of general restrictions in the insurance market, Tosco’'s
$50,000,000 comprehensive general liability insurance car-
rier added in 1986 a contractual provision which purports to
exclude from coverage certain liabilities relating to the re-
lease of pollutants into the environment. Tosco therefore may
not be insured against such risks. In addition, Tosco’s
earthquake and flood insurance coverage has been reduced
from approximately $100,000,000 to approximately
$40,000,000. Tosco’s earthquake and flood insurance cov-
erages may undergo further reductions or become unavail-
able at commercially reasonable rates. Future liability or
costs, if any, incurred by Tosco in connection with such mat-
ters would have to be paid out of general corporate funds, if
available.

ZENITH ELECTRONICS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 11 (In Part): Contingencies

As a result of general conditions in the U.S. insurance
market, the company has been unable to obtain, at accept-
able cost, liability insurance at the levels of coverage histori-
cally maintained. However, the coverage obtained is in ex-
cess of losses previously incurred by the company.

Government Regulations

NORTH AMERICAN PHILIPS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

16. Commitments and Contingencies—

Several of NAPC's subsidiaries are parties to proceedings
before federal and state regulatory agencies in connection
with the clean up of environmental problems, primarily re-
lated to closure of plants of discontinued chemical opera-
tions. Management believes that the cost of compliance with
all applicable regulations in connection with these closures
will not result in any liability which would materially affect the
financial statements at December 31, 1986. Also, several of
NAPC's subsidiaries, along with hundreds of other com-
panies, have been named as potentially responsible parties
in state and federal proceedings for the clean up of various
dump sites. While the waste disposal was carried out by
these subsidiaries in accordance with all appropriate proce-
dures called for at the time of disposal, subsequent changes
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in the law make all contributors to the waste at a site respon-
sible for the cost of clean up. However, the quantity and
nature of the waste disposed of by NAPC's subsidiaries is so
minimal that management expects these proceedings to be
resolved without significant cost.

NAPC and its subsidiaries have claims pending against
them, generally incidental to their business. In the opinion of
management, such claims will not result in any liability which
woud materially affect the financial statements at December
31, 1986.

RANCO INCORPORATED (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

14. Contingencies and Commitments:

Ranco is subject to state and federal environment regula-
tions related to the use, storage and disposal of hazardous
materials. Certain processes in the manufacture of Ranco
products create hazardous waste by-products as currently
defined by the U.S. Environmental Protection Agency
(USEPA). Ranco now disposes of such substances through
independent permitted treatment facilities. In the past, how-
ever, the Company maintained its own permitted temporary
waste storage sites for its Ohio plants.

Actions initiated by the USEPA in the third quarter of fiscal

1986 propose a civil penalty of $75,000 against Ranco re-

lated to closure of the temporary storage sites. Ranco has
filed hearing requests with the USEPA to challenge the
USEPA's actions.

In accordance with USEPA requirements, Ranco will be
required to close the temporary storage sites it had used in
the past. Ranco has filed a closure plan for the sites with the
USEPA which has not yet been approved or disapproved.
The Company has recorded a liability of $1,430,000 before
taxes ($.21 per share after taxes) for the estimated costs
under the proposed closure plan. Management believes that
it has made adequate provision to implement the proposed
closure plan, based on its knowledge of current regulations
and current technology. However, governmental regulations
are complex and subject to different interpretations. Future
events, or changes in the law or regulations or their interpre-
tation, could result in remedial actions by the USEPA with
material future costs to Ranco.

Sale of Tax Benefits

AMERICAN MOTORS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note M (In Part): Commitments and Contingent Liabilities

The Company has commitments and guaranties incurred
in the ordinary course of business approximating
$151,000,000 principally for tooling and equipment and
$11,160,000 of potential indemnification exposure related to
the sale of tax benefits.

Unpaid Insurance Claims

CLARK EQUIPMENT COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS
Contingencies (In Part)

On December 31, 1986, the Integrity Insurance Company
(Integrity), an insurer of Clark, voluntarily submitted to re-
habilitation for a 60 day period under the supervision of the
New Jersey insurance Commission. Under the rehabilitation
order, Integrity continues to process claims and pay claims
administration expenses but is suspended from paying
claims on behalf of its insureds. Integrity insured Clark’s gen-
eral, product, aviation and advertising liability losses exceed-
ing primary policy limits to an annual limit of $6 million due to
occurrences taking place during the four annual policy
periods commencing September 30, 1981 and ending Sep-
tember 30, 1985. The Company has had insurance claims
totalling $1.8 million under the 1983-84 Integrity policy. Of
these, $1.0 million has been paid to Clark by Integrity, and
the remaining payment of $0.8 million has been delayed by
the rehabilitation order. A reliable estimate of the Company’s
exposure to loss due to Integrity’s possible inability to pay
claims in the future cannot be made as long as the rehabilita-
tion order is in effect.

Unasserted Claims

NACCO INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note L (In Part): Contingencies

In 1986, a mining subsidiary became aware of water dis-
charges occurring on properties which overlie or are in close
proximity to one of its closed mines. At this time the sub-
sidiary does not have sufficient information to conclusively
determine whether its mine, or mines of other companies in
the area are causing the discharges or to determine the cost,
if any to remedy the matter. The subsidiary is self-insured for
such matters. However, the ultimate liability with respect to
this contingency is not considered to be material in relation to
the mining subsidiary’s financial position.

Pension Benefit Indemnification

PHILLIPS PETROLEUM COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS
Note 10 (In Part): Other Contingent Liabilities

In connection with the retirement plan restructuring as dis-
cussed in Note 12, the company has agreed to indemnify the
insurance company for payment of additional benefits to plan
participants that would be required should a change in control
of the company occur prior to January 1, 1988. The inde-
mnification liability, estimated at $375 million, terminates De-
cember 31, 1987, if the insurance company has not become
obligated to make additional benefit payments. As part of the
indemnification agreement, the company named the insur-
ance company beneficiary of a $200 million letter of credit
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which expires on January 5, 1988, unless earlier drawn. In
the letter of credit agreement, the company agreed to certain
restrictive covenants including maintenance of a minimum
cash balance and restrictions on total indebtedness and
sales or transfers of assets. At the option of the company, the
letter of credit may be prefunded and the letter of credit
agreement canceled.

While it is not possible at this time to establish the ultimate
amount of liability with respect to these contingent liabilities,
including those related to legal proceedings, the company is
of the opinion that the aggregate amount of any such
liabilities for which provision has not been made will not have
a material adverse effect on its financial position.

Timber-Cutting Contracts

THE TIMES MIRROR COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note G (In Part) Timberlands

In addition to capitalized timber harvesting rights, sub-
sidiaries of the Company have entered into a number of
timber-cutting contracts with the federal government and the
State of Oregon which will expire at various times over the
next several years. Some of the contracts require the Com-
pany to harvest and pay for timber at prices which exceed the
current market value of such timber. Improvements in the
economy and the construction industry may result in in-
creased timber prices thereby eliminating or substantially
mitigating the Company’s economic exposure under the con-
tracts. The Company anticipates that losses, if any, on its
timber contracts would occur over a period of at least six
years and would not have a significant effect on the Com-
pany’s earnings in any single year and, in the aggregate,
would not have a material adverse effect on its financial posi-
tion at any date.

Libyan Concession

USX CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

26 (In Part): Commitments and Other Contingencies

Marathon’s Libyan concession interests are subject to
Executive Orders and regulations thereunder by which the
United States has imposed economic sanctions against
Libya. Marathon’s Libyan interests are also subject to a
license issued pursuant to the referenced regulations.
Marathon has no American employees in Libya and, by rea-
son of the United States sanctions against Libya, Marathon
has not participated in operations or in crude oil sales or
exports from Libya since June 30, 1986. Marathon is in com-
pliance with the laws of the United States regarding business
transactions with Libya. The net financial exposure of
Marathon with respect to its Libyran interests is expected to
be less than $100 million, after income tax effect.

GAIN CONTINGENCIES

Operating Loss or Investment Credit
Carryforwards

ANCHOR HOCKING CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS
Note 4 (In Part): Income Taxes

At December 31, 1986, the Company has, for tax pur-
poses, a net operating loss (N.O.L.) carryforward of approxi-
mately $5,787,000, which expires in the year 2001 and gen-
eral business credit carryforwards of approximately
$3,831,000 of which $240,000, $152,000 $2,852,000 and
$587,000 expire in the years 1998, 1999, 2000 and 2001,
respectively. General business credit carryforwards at De-
cember 31, 1986, include investment tax credit (I.T.C.) car-
ryforwards of $3,270,000. As provided for by the Tax Reform
Act of 1986, any L.T.C. carryforwards existing at December
31, 1986, will be reduced by 17.5% if utilized for tax purposes
during 1987 and 35.0% if utilized after December 31, 1987.

The Company has not yet recognized a tax benefit for a
substantial portion of the write-down of the investment in
Towle Manufacturing Company as it is not assured beyond a
reasonable doubt that such tax benefit will be realized.

GEARHART INDUSTRIES, INC. (JAN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 6 (In Part): Income Taxes

For income tax purposes, the Company has a net operat-
ing loss carryforward at January 31, 1987, of approximately
$132,200,000, of which $41,800,000 and $90,400,000 will
expire on January 31, 2001 and January 31, 2002, respec-
tively, if not utilized. Additionally, the parent compay has tax
credit carryforwards of approximately $19,500,000 of which
approximately $500,000, $8,500,000, $4,700,000,
$5,700,000 and $100,000 will expire in fiscal 1989, 1990,
2000, 2001 and 2002, respectively, if not utilized. As a result
of the Tax Reform Act, investment tax credit carryforwards
will be reduced by 35% over a two year period ending
January 31, 1989.

For accounting purposes, the Company has a net operat-
ing loss carryfoward of approximately $170,000,000 at
January 31, 1987. Since any tax benefit is dependent on
future taxable earnings, the Company has not recognized
such benefits for accounting purposes.

- THE BFGOODRICH COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in millions, except per share amounts)
Note L (In Part): Income Taxes

At December 31, 1986, Goodrich and its domestic sub-
sidiaries have net operating loss and investment tax credit
carryfowards which are subject to review by the Internal Rev-
enue Service and, unless utilized, will expire in the year indi-
cated in the following table:
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Investment Tax
Credit Carryforwards

Net Operating
Loss Carryfowards

For For For For

Financial Tax Financial Tax

Reporting Accounting Reporting Accounting

Year Purposes Purposes Purposes Purposes
1994.. $ — $ — $ — $ 3.6
1995.. —_ —_ 6.5 10.2
1996.. —_ — .6 1.8
1997.. —_— —_ 15.2 13.1
1998.. _ 43.1 8.6 4.4
1999.. — 44.5 6.6 6.8
2000.. 201.5 338.7 8.4 8.5
2001.. —_ — 3.8 3.8
$201.5 $426.3 $49.7 $52.2

Under the provisions of the Tax Reform Act of 1986, the
investment tax credit carryforwards will be reduced by 17.5
percent in each of the years 1987 and 1988 for a total of a 35
percent reduction.

Goodrich and its domestic subsidiaries also have, for both
financial reporting and tax accounting purposes, other credit
carryforwards of $8.5. These credits, unless utilized, will ex-
pire as follows: $1.1 in 1989, $.8 in 1997, $2.3 in 1998, $3.2
in 1999, $.7 in 2000 and $.4 in 2001.

HECLA MINING COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

5 (In Part): Income Taxes:

For financial statements, Hecla used net operating loss
carryovers of $7,900,000 in 1984 to offset otherwise taxable
income. The current federal tax provision in 1984 included
approximately $3,444,000 for preference taxes that became
payable when the Company used its tax basis net operating
losses.

A December 31, 1986, the Company has tax basis net
operating loss carryovers available to offset future regular
taxable income, and investment tax credit carryovers avail-
able to offset future taxes payable. These carryovers expire
as follows (in thousands):

Net
Operating Investment
Losses Tax Credits
1990 e $ 530
1991 e 243
1992, 10
1993 2
1994, i $ 2,664 2
1995, i 216
1996, i, 12,335 30
1997 e 7,418 2,279
1998 769
1999 i 525
2000......ccciiieieieeieeecneeeaens 14,959 340
2007 ... 15,862
$53,238 $4,946

For financial statement purposes, the Company has un-
used net operating loss carryovers of approximately
$27,118,000, and investment tax credit carryovers of approx-
imately $2,735,000.

On October 22, 1986, the existing federal income tax law
was substantially revised by the passage of the Tax Reform
Act of 1986. Some of the changes included in the new tax
legislation that will significantly affect the Company are re-
duction of the maximum corporate tax rate from 46% to 34%,
the institution of a more comprehensive Alternative Minimum
Tax, and the repeal of the investment tax credit retroactive to
January 1, 1986. The new tax legislation also reduces in-
vestment tax credit carryovers from years prior to 1986 by
17.5% beginning in 1987 and 35% for tax years beginning in
1988 and thereafter. In the Company’s case, while existing
net operating loss carryovers will offset regular taxable in-
come, they will not be available to offset Alternative Minimum
Taxable Income.

INLAND STEEL INDUSTRIES, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
Note 12 (In Part): Taxes on Income

For tax purposes, the Company generated approximately
$27,200,000 of consolidated taxable income in 1986 and in-
curred consolidated losses of approximately $157,500,000 in
1985, and $35,300,000 in 1984. After adjustments for divesti-
tures, the Company had net operating loss carryforwards to-
taling $641,900,000 on December 31, 1986. These carryfor-
wards, if not utilized to offset taxable income, will expire at the
end of the indicated years: $248,700,000 in 1997,
$24,200,000 in 1998, $33,000,000 in 1999, and
$156,000,000 in 2000. On December 31, 1986, the Company
also had general business and other credit carryfowards for
tax purposes which aggregated $131,790,000. Under a tran-
sition rule in the Tax Reform Act of 1986, major steel com-
panies, including the Company, may elect to surrender their
regular investment tax credit carryovers in exchange for a
cash refund of as much as 50 percent of such credits, de-
pending upon the amount of income taxes paid during the 15
years prior to the year the earliest unused credit arose. Al-
though some aspects of the transition rule remain uncertain
at this time, it is estimated that, when the election permitted
by the rule is made with respect to approximately $100 million
of eligible investment tax credit carryforwards, the resulting
refund in 1988 would approximate $50 million. The effects of
this refund will be included in 1987 results. The rule requires
that the amount of the resulting refund be committed to rein-
vestment in and modernization of the steel business. Of the
remaining general business and other credits, approximately
$10,500,000 represents regular investment tax credits, which
pursuant to the TRA of 1986, are subject to reductions of 17.5
percent in each of the years 1987 and 1988.

For financial reporting purposes, the effect of these operat-
ing loss and credit carryforwards has been recognized by
reductions of the deferred income tax liability to the extent
that such carryforwards would be offset by reversals of timing
differences during the permitted carryforward period. Timing
differences are composed primarily of the excess of tax over
book depreciation and provisions for facilities terminations.
On December 31, 1986, the Company had operating loss
carryforwards for financial statement purposes of approxi-
mately $337,000,000 and general business and other credit
carryforwards of $18,800,000.
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LABARGE, INC. (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

12 (In Part): Income Taxes

As aresult of losses incurred in 1986, 1985, and 1984, the
Company has net operating loss carryforwards for financial
reporting purposes of approximately $35,421,000. Such car-
ryforwards for income tax purposes are approximately
$22,344,000 and expire $11,398,000 in 1999, $2,198,000 in
2000, and $8,748,000 in 2001. The difference between these
net operating loss carryfoward amounts is attributable to the
recognition of loss on disposal of assets not deductible for tax
purposes until incurred, net of the recognition of tax benefits
for financial reporting purposes through the elimination of net
deferred tax credits that reverse during the carryforward
period. To the extent that tax carryforwards in excess of fi-
nancial reporting carryforwards are realized through reduc-
tion of income taxes payable in future periods, the eliminated
deferred taxes will be reinstated at the then current rates.
Long-term capital loss carryforwards are $981,000, which
expire $457,000 in 1989 and $524,000 in 1990. Investment
tax credit carryforwards of $394,000 expire in various years
through 2001.

OHIO FERRO-ALLOYS CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS
Note M (In Part): Income Taxes

At December 31, 1986, the Corporation has net operating
loss carryforwards and unused investment tax credits which
may be applied against future years’ income taxes and are
due to expire as follows. Investment tax credits have been
restated to the carryover available under the Tax Reform Act
of 1986:

Net Investment
Operating Tax
Losses Credits

(In Thousands)
1995 i, $ 841 $125
1996, -0- 69
1997 e, 20,061 44
1998 10,674 24
1999 6,605 30
2000......ccceiiiiiieiiennens 4,795 -0-
100 PO 4,610 -0-
$47,586 $292

Plaintiff Litigation

CROWN CENTRAL PETROLEUM CORPORATION
(DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS
Note I (In Part): Litigation
On July 21, 1986, Fast Fare, Inc.(Fast Fare), a subsidiary of

the Company, brought an adversary proceeding in the United
States Bankruptcy Court for the Eastern District of North

Carolina against Lora, Zamorano & Partners, Inc. (LZPI) and
Three M Marketing Media and Merchandising, Inc. (Three
M), both of which had formerly provided marketing and adver-
tising services for Fast Fare. LZP| and Three M were seeking
protection under Chapter 11 of the Bankruptcy Code at the
time Fast Fare brought its adversary proceeding. The adver-
sary complaint alleges civil conspiracy, civil RICO, RICO
conspiracy, breach of contract, conversion and unfair and
deceptive trade practices in connection with the dealings
among LZPI, Three M, the president of those two companies
and a terminated employee of Fast Fare, all resulting in dam-
ages to Fast Fare. LZPI and Three M have filed a coun-
terclaim against Fast Fare and third party complaints against
the Company and a subsidiary of the Company which is the
parent of Fast Fare asking for damages in excess of $40
million ($30 million of which relates to punitive and treble
damages) for breach of contract, civil conspiracy, unjust en-
richment, copyright infringement and unfair business prac-
tices. The Company and its subsidiaries intend to vigorously
prosecute this case and defend these claims. In the opinion
of the Company, after consultation with local trial counsel, the
claims of LZPI and Three M have no merit except for the
possible contractual obligation of Fast Fare to pay LZP! and
Three M, upon a proper accounting, some portion or all of the
approximately $630,000 claimed by LZPI for the services
previously performed. This case and a related action by the
Company against the president of LZPI and Three M and
against the former Fast Fare employee are currently in the
discovery stage.

THE DORSEY CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

13 (In Part): Litigation:

On August 5, 1986, the Company’s wholly owned sub-
sidiary, Sewell Plastics, commenced a lawsuit in the United
States District Court for the Western District of North Carolina
agaist Coca-Cola USA, a division of the Coca-Cola Com-
pany; Southeastern Container, Inc., a cooperative venture
which manufactures plastic soft drink containers (“South-
eastern Container”); and several Coca-Cola franchised
bottlers located in the southeastern United States which are
affiliates of the Southeastern Container cooperative. The
complaint alleges that the bottler defendants, assisted by
Coca-Cola USA, have entered into arrangements with
Southeastern Container which preclude Sewell Plastics, and
other commercial manufacturers, from fairly competing for
the business of the bottlers. In addition, the complaint alleges
that these activities constitute violations of the federal anti-
trust laws and the North Carolina Unfair Trade Practices Act
in that, among other things, they amount to: a group boycott;
exclusive dealing arrangements which substantially lessen
competition in the manufacture and sale of plastic beverage
bottles within the southeastern United States; and an unlaw-
ful attempt to monopolize that business.

Sewell Plastics seeks damages in excess of $17 million,
before trebling, and an injunction prohibiting the defendants
from further violations. The defendants have answered deny-
ing the material allegations of the complaint. The parties are
currently engaged in pre-trial discovery; no trial date has
been scheduled. The outcome or other effect of the litigation
(including the commercial impact, if any) cannot be predicted.
The Company has reached a settlement with Wilmington
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Coca-Cola Bottling Works, Inc. (“Wilmington”), one of thirty-
four defendant Coca-Cola bottlers. The settiement provides
that Wilmington will purchase all of its plastic beverage bottle
requirements in the 16 ounce, 2 liter and 3 liter sizes from
Sewell Plastics for at least the two-year period commencing
November 1, 1986, to be automatically renewed for one year
thereafter unless duly terminated by written notice. The set-
tlement further provides that for at least the same two-year
period, Wilmington will not purchase 16 ounce, 2 liter or 3 liter
plastic beverage bottles from any cooperative or joint ven-
ture, subject to certain exigencies; and will not undertake any
additional obligations or provide any further assistance to any
cooperative or joint venture which manufactures 16 ounce,2
liter or 3 liter plastic beverage bottles. Finally, the settlement
provides that Wilmington will be bound by any injunctive or
other equitable relief ordered by the court against, one or
more other bottler defendants.

INTERSTATE BAKERIES CORPORATION (MAY)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

3. Litigation

In January 1985, the Company’s subsidiary, Interstate
Brands Corporation (IBC), brought an action against
G.S.F.C,, Inc. alleging that G.S.F.C., breached a written pur-
chase agreement pursuant to which G,S.F.C. was to pur-
chase the business and assets of IBC’s Western Region. The
action seeks contract damages of $15,000,000 and an order
requiring payment to IBC of a $4,000,000 escrow deposit in
partial satisfaction of these damages. In August 1985,
G.S.F.C. filed an answer denying the material allegations of
IBC’s complaint and asserted counterclaims seeking recov-
ery of the escrow deposit and compensatory and punitive
damages from IBC and others. Discovery in the G.S.F.C.
action is proceeding. In December 1985, the party that pro-
vided G.S.F.C. with the escrow deposit that is at issue in the
action between IBC and G.S.F.C., brought an action against
IBC seeking recovery of the escrow deposit with interest, as
well as other compensatory and punitive damages. The
Company believes that these claims are without merit. The
Company currently intends to retain the business and assets
of IBC’s Western Region.

Contingent Receivable

BAXTER TRAVENOL LABORATORIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Acquisitions and Divestitures (In Part)

During 1986, following its merger with American, Baxter
Travenol made an evaluation of operations to strengthen the
company’s focus and resources on areas of health care
where its research, manufacturing and marketing expertise

_can achieve and maintain leadership positions. Pursuant to
this review Baxter Travenol completed the sale of assets of
its Flint unit for $555 million in September 1986. Flint man-
ufactured and marketed drugs to drug wholesalers and
physicians nationwide. During 1986, the company also sold
certain assets of its American Critical Care business unit. The
terms of sale, as restructured in February 1987, provide for a
cash sales price of $355 million and the potential for the

company to receive up to an additional $70 million contingent
upon future sales of “Brevibloc,” (esmolol) ultra-short-acting
beta blocker. Rights also exist which may provide additional
proceeds should sales of “Brevibloc” and other products ex-
ceed specified levels. At December 31, 1986, the company
has received $210 million of the sales price. Since Critical
Care was acquired with American in November 1985, the
assets sold were recorded at fair value and therefore, no gain
resulted from this transaction. Critical Care developed, man-
ufactured and distributed drugs, primarily used for critical-
care and cardiovascular treatments. The above two units,
which constituted the ethical pharmaceutical product line are
accounted for as discontinued operations. Net sales for these
divested units were $91 million, $59 million and $42 million in
1986, 1985 and 1984, respectively.

COMMITMENTS

Obligations to Maintain Working Capital or Restrict
Dividends

AMETEK, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

3 (In Part): Long-term Debt

In September 1986, the Company issued in a private
placement, $120,000,000 in 8.95% notes with maturities from
1993 to 2001. The agreement contains, among other things,
certain restrictions relating to the maintenance of working
capital, the payment of cash dividends and the purchase,
retirement or redemption of capital stock.

Under the Company’s most restrictive outstanding debt
agreements at December 31, 1986, consolidated working
capital was $30,000,000 in excess of the required minimum
and retained earnings of $51,000,000 were not restricted
under these provisions.

AMCAST INDUSTRIAL CORPORATION (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Long-term Debt and Credit Arrangements

The most restrictive of debt covenants require the com-
pany to maintain tangible net worth of $60 million, working
capital of $30 million, a current ratio of 1.8 to 1, and a con-
solidated liabilities to consolidated tangible net worth ratio
ranging from 100%-130% dependent on specified measure-
ment dates. There are also provisions limiting the payment of
cash dividends. At August 31, 1986, $10,655,000 of retained
earnings was available for the payment of dividends.

COLT INDUSTRIES INC (DEC)

NOTES TO FINANCIAL STATEMENTS
6 (In Part): Long-term Debt

The term loan and revolving credit facilities contain various
restrictions and conditions. The most restrictive of these re-
quire the ratio of earnings before interest and taxes to interest
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expense be at least 1.3 to 1 for any period of four consecutive
quarters ending in 1987. This ratio increases annually in in-
crements to 2 to 1 in 1992; and for any two consecutive
quarters, it must be at least 1 to 1. The ratio of current assets
to current liabilities must be at least 1.60 to 1; and the ratio of
senior debt to the sum of subordinated debt, net earnings
after the recapitalization, and aggregate sale proceeds of
common stock after the recapitalization (less certain
amounts) must not exceed a maximum of 2.70 to 1 in 1986,
decreasing in annual increments to 1to 1 in 1993. In addition,
these facilities restrict purchases of the company's common
stock, payment of dividends, capital expenditures, the incur-
rence of additional indebtedness, mergers, asset disposi-
tions, investments, prepayment of other debt, dealings with
affiliates, and the amendment of agreements governing in-
debtedness. The company is in compliance with the above
financial covenants.

ETHYL CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11. Restrictions on Dividends and Stock Purchases:

The Company’s loan agreements contain restrictions,
among others, on the payment of cash dividends and pur-
chases of the Company’s stock (“Restricted Payments”). At
December 31, 1986, approximately $461,000,000 is avail-
able for such Restricted Payments, of which approximately
$311,000,000 can be used for cash dividend payments under
the agreement presently most restrictive.

GENCORP (NOV)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note [ (In Part): Long-term Debt

The long-term debt agreements and indentures contain
various debt restrictions and provisions relating to distribu-
tions and cash dividends on common stock. Under the most
restrictive of these provisions, approximately $286 million of
retained earnings would have been available for distributions
and cash dividends at November 30, 1986. Additionally,
under the most restrictive working capital requirements, the
Company is required to maintain a current ratio of 1.5. At
November 30, 1986, the current ratio was 1.7.

W.R. GRACE & CO. (DEC)

NOTES TO FINANCIAL STATEMENTS
$ millions (except per share)
Note 10—Modification of Debt Covenants

The Company has certain Promissory Notes totaling
$283.3 at December 31, 1986 and revolving credit
agreements (see Note 9—Long-Term Debt) which contain
covenants limiting the Company’s ability to incur funded in-
debtedness and to pay cash dividends. As a result of the
1986 net loss, such covenants would have been violated.
Consequently, the Company obtained a modification of the
covenants which liberalized the restriction on the payment of
cash dividends and increased the permitted debt ratio (for a
three-year period ending January 1, 1990). Interest paid by
the Company on the Notes and on any borrowings under its

revolving credit agreements will increase by a nominal
amount until such time as the Company complies with the
original limitation on dividend payments.

After giving effect to the modification, $130 of retained
earnings at December 31, 1986 was free of this restriction on
payment of cash dividends.

INTERNATIONAL MULTIFOODS CORPORATION
(FEB)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Retained earnings are restricted as to payment of cash
dividends and other stock payments by terms of long-term
debt indentures unless certain financial tests are met. Under
the most restrictive of these tests, approximately $7,207,000
of retained earnings was free from such restrictions as of
February 28, 1986. On April 30, 1986, the Company success-
fully completed the sale to the public of 1,437,500 shares of
its common stock at an offering price of $41 per share resuit-
ing in net proceeds to the Company of $57,169,375, thus
increasing by such amount retained earnings available for
the payment of dividends. There are no restrictions on pay-
ment of dividends by consolidated U.S. affiliates. Although
there are restrictions on payment of dividends by non-U.S.
consolidated affiliates, it is the Company’s policy to repatriate
50% of such affiliates’ earnings, and while there can be in-
stances, such as occurred during fiscal year 1986, wherein
the restrictions may not allow full payment under the policy,
over the long-term, the Company has been and expects to
continue to be able to adhere to its policy.

KAMAN CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(In thousands)

Credit Arrangements—Short-term Borrowings and Long-
term Debt (In Part)

Restrictive Covenants—The most restrictive of the cove-
nants contained in the various loan agreements require the
Corporation’s consolidated tangible net worth to be at least
equal to $85,000, consolidated working capital to be not less
than $80,000, consolidated current assets to be not less than
200% of consolidated current liabilities and consolidated
liabilities not to exceed 220% of tangible net worth. The Cor-
poration is prohibited from applying any sum to the redemp-
tion, retirement or purchase of any shares of any class of its
capital stock or any payment of cash dividends on any class
of its capital stock to the extent that the aggregate of all sums
and property involved or set apart for such purposes would
exceed $3,000 plus 66 2/3% of defined consolidated net in-
come from December 31, 1977 through December 31, 1979
and 50% thereafter. As of December 31, 1986 approximately
$42,300 of retained earnings was available for the aforemen-
tioned purposes.
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LACLEDE STEEL COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 4 (In Part): Long-term Debt

The most restrictive provisions of the Company’s loan
agreements include the following:

a. The Company shall maintain net working capital of
$30,000,000.

b. The Company shall maintain net worth as defined, of
not less than $67,500,000 during 1986 and graduat-
ing each year to $75,000,000 in 1989.

c. The Company will not incur certain additional long-
term indebtedness, as defined.

d. Payment of cash dividends is limited to 50% of
cumulative net earnings after January 1, 1983.

e. The Company will not incur a ratio of total liabilities to
net worth in excess of 1.5 to 1.

The Company has no compensating balance arrange-
ments.

PORTEC, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 8 (In Part): Long-term Debt

Under the most restrictive provisions of debt outstanding at
December 31, 1986, the Company is restricted as follows: (a)
the ratio of its consolidated total liabilities, as defined, to its
consolidated tangible net worth shall not exceed 1.6:1, from
and including December 31, 1986, to and including De-
cember 30, 1987; 1.75:1, from and including December 31,
1987, to and including December 30, 1988; and 1.6:1, on
December 31, 1988, and thereafter, (b) the consolidated tan-
gible net worth, as defined, shall not be less than an amount
equal to 80% of the largest consolidated tangible net worth
for any preceding year that ends on or after December 31,
1985, (c) the ratio of consolidated current assets to consoli-
dated current liabilities shall be at least 1.75:1, and (d) re-
stricted investments and distributions, as defined, which in-
clude payment of cash dividends, shall not exceed the sum of
75% of cumulative net earnings computed on a consolidated
basis from December 31, 1985, to the date of any such
transaction, plus $7,000,000. Under the most restrictive pro-
visions of debt outstanding at December 31, 1986, retained
earnings of $2,727,000 were free of restrictions.

Hedge Contracts

AMERICAN MAIZE-PRODUCTS COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Summary of Significant Accounting Policies

Futures Contracts: The Company periodically enters into
futures contracts as hedges in its corn inventory purchasing
program. Gains and losses on these hedges are matched to
specific inventory purchases and charged or credited to cost
of sales as such inventory is sold.

HERSHEY FOODS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Summary of Significant Accounting Policies
Commodities Futures Contracts

In connection with the procurement of major com-
modities, principally cocoa and sugar, the Corporation enters
into commodities futures contracts as deemed appropriate to
reduce its exposure to future price increases for anticipated
manufacturing requirements. Gains and losses on such fu-
tures contracts are deferred and recognized in cost of sales
when the related product is manufactured and sold.

CATERPILLAR INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
(Dollar amounts in millions)

2 (In Part): Foreign Exchange

Included in net foreign exchange gains or losses are cer-
tain gains and losses resulting from contracts to buy and sell
foreign currencies in the future. The company enters into
these contracts to protect certain foreign currency positions
and the U.S. dollar cost of certain future foreign currency
requirements against movements in exchange rates. Gains
or losses on contracts which protect identifiable foreign cur-
rency commitments (IFCCs) are deferred and included in the
value of the commitment. Gains or losses on contracts to
protect foreign currency requirements not qualifying as
IFCCs and on foreign currency positions are included in con-
solidated profit or loss of each period as a component of
“Other income.” At December 31, 1986, the company had
approximately $1,100 in contracts to buy or sell foreign cur-
rency in the future.

SUN COMPANY, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Summary of Significant Accounting Policies (In Part)
Futures Contracts

Sun periodically uses commodity futures contracts to
hedge the impact of price fluctuations on its oil requirements
and financial futures contracts to hedge the risk associated
with interest rate fluctuations on its variable rate debt. Gains
and losses on commodity futures hedge contracts are de-
ferred until recognized in income when oil is sold. Gains and
losses on hedge contracts related to interest rate fluctuations
are deferred and recognized in income over the period being
hedged.

HASBRO, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
($000)
Note 16. Commitments and Contingencies

The Company had unused open letters of credit of $49,394
and $35,741 at December 28, 1986 and December 29, 1985,
respectively.
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The Company uses forward exchange contracts to pur-
chase foreign currencies. Among these were outstanding
contracts to purchase 1.384 billion Japanese yen and 593
million Hong Kong dollars at December 28, 1986 and 450
million Japanese yen at December 29, 1985. Such contracts
are adjusted to market value where applicable. The aggre-
gate amount of gains and losses resulting from these and
other foreign currency transactions was not material.

The Company is involved in various claims and legal ac-
tions arising in the ordinary course of business. In the opinion
of management, the ultimate disposition of these matters will
not have a material adverse effect on the Company’s con-
solidated financial condition.

NATIONAL SEMICONDUCTOR CORPORATION
(MAY)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (In Part): Summary of Significant Accounting Poli-
cies

Forward Exchange Contracts

The Company enters into forward exchange contracts to
reduce the impact of foreign currency flunctuations on certain
sales transactions and the asset and liability positions of
foreign subsidiaries. The gains or losses on these contracts
are included in income when the revenue from the sales is
recognized and for assets and liabilities in the period in which
the exchange rates change.

TRIBUNE COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 11 (In Part): Commitments

The Company has entered into commitments for programs
which are not currently available for broadcast and, therefore,
these obligations are not included in the financial statements.
These commitments totalled $283,000,000 at December 28,
1986. Payments commence when the programs become
available for broadcast.

The Company had commitments totaling approximately
$95,000,000 at December 28, 1986 related to the purchase
of property, plant and equipment and baseball player con-
tracts. Also at that date $30,000,000 of foreign exchange
commitments were outstanding under contracts extending
through December 1987. These foreign exchange commit-
ments were entered into by the Company’s Canadian sub-
sidiary.

BAXTER TRAVENOL LABORATORIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Long-term Debt and Lease Obligations (In Part)

Baxter Travenol, as a direct result of the borrowings to
refinance the merger, entered into financial futures and for-
ward contracts to minimize the company’s exposure to ad-
verse movements in interest rates related to anticipated
financing transactions. Gains and losses on those hedge in-
struments were deferred and are being amortized as a dis-

count or premium on the financings over the life of the re-
spective issues. See “Extraordinary ltem,” for a description
of hedging costs written off in 1986.

To further insulate itself from interest rate volatility, Baxter
Travenol entered into several interest rate swap agreements
whereby the company makes a payment based upon a fixed
interest rate to a counterparty and in return receives a pay-
ment based on a floating interest rate. At December 31,
1986, the company had entered into two such agreements
having a principal amount of $100 million, with a weighted
average interest rate of 8.97%.

THE COASTAL CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 6 (In Part): Debt

The Company has entered into a number of interest rate
swap agreements which have effectively fixed the interest
rates on $1,080.0 million of floating rate debt. Under these
agreements, Coastal will pay the counterparties interest at a
fixed rate, and the counterparties will pay Coastal interest at
a variable rate based on the London Interbank Offered Rate
(LIBOR). The fixed rates payable under these agreements
range from 9.77% to 11.30% with terms expiring at various
dates from 1988 through 1995. In addition, beginning in late
1986, Coastal has entered into interest rate swap
agreements in which it receives interest at a fixed rate and
pays interest at a variable rate based on LIBOR. These
agreements, combined with the exchange of Notes dis-
cussed under Subordinated Long-Term Debt, enable the
Company to realize an arbitrage savings of 1.5% per annum
for a five year period on approximately $600 million of debt.

The foreign currency exposure relating to the Swiss franc
denominated debt of the Company and one of its subsidiaries
has been hedged to maturity, resulting in effective borrowing
costs of from 10.30% to 11.61%.

UNITED STATES SURGICAL CORPORATION (DEC)

NOTE H (In Part): Long-term Debt

In 1986 the Company entered into interest rate swap
agreements to exchange interest payments with certain of its
lenders. Under the agreements which for a period of five
years effectively hedge or reduce the Company’s exposure to
floating interest rates on $30,000,000 of its variable rate bor-
rowings, the Company makes fixed interest payments at
rates which approximate 8% and receives payments based
on the floating six-month London Interbank Offered Rate.
The net gain or loss from the exchange of interest rate pay-
ments is included in interest expense.

Capital Expenditures

AVON PRODUCTS, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Commitments (In Part)
Various construction programs were in progress at De-

cember 31, 1986 with an estimated additional cost to com-
plete of $30 million.
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CONCORD FABRICS INC. (AUG)

NOTES TO FINANCIAL STATEMENTS
Note N—Commitments:

The Company has a commitment, subject to obtaining cer-
tain local governmental operating approvals, to acquire prop-
erty for approximately $3,000,000 to be used as a manufac-
turing facility. If the property is acquired, the Company will
expend approximately $4,000,000 to equip the facility.

The Company has negotiated the basic terms of a
$15,000,000 long-term loan with an institutional lender, sub-
ject to the acquisition of the facility mentioned above. If the
aforesaid transactions are consummated, the $3,100,000
note payable to insurance company (Note G) will be prepaid
and working capital will be increased by approximately
$5,600,000.

FORT HOWARD PAPER COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11. Effingham County, Georgia Plant Construction

During the third quarter of 1985, the Company broke
ground for a new tissue mill in Effingham County, Georgia.
During the fourth quarter of 1986, the Company began con-
verting finished product. The first paper machine is on
schedule for start-up in the second quarter of 1987. The mill
is currently planned as a four paper machine mill to be built
over approximately seven years. The cost of construction for
the first two paper machines and related facilities scheduled
for completion in 1988 is estimated to be $450-$500 million.
Expenditures through December 31, 1986, totalled $201 mil-
lion. Upon its completion, the new mill will significantly in-
crease the Company’s production capacity for tissue prod-
ucts. In connection with this construction, the Company is-
sued $50 million of Industrial Revenue Bonds in 1985.
Financing for the remainder of this project is expected to be
sourced primarily from internally generated funds and, to a
lesser extent, from external financing as required.

GIANT FOOD INC. (FEB)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

5 (In Part): Commitments

Property, plant and equipment: During the next year, the
Company plans to expend approximately $115,000,000 for
equipment, store improvements and support facilities.

HEWLETT-PACKARD COMPANY (OCT)

NOTES TO THE CONSOLIDATED FINANCIAL STATE-
MENTS

Commitments (In Part)
At October 31, 1986, the company was committed for plant

site acquisition, facility construction and related machinery
and equipment purchases aggregating $194 million.

LOWE’'S COMPANIES, INC. (JAN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 11 (In Part): Commitments, Contingencies and Litiga-
tion:

The Company had purchase commitments at January 31,
1987 of approximately $20.8 million for land, buildings and
construction of facilities, and $8.8 million for equipment.

OGDEN CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

18. Commitments and Contingent Liabilities

Ogden and certain of its subsidiaries are contingently liable
as a result of transactions arising in the ordinary course of
business and are involved in legal proceedings in which
damages and other remedies are sought. In the opinion of
management, after review with counsel, the eventual disposi-
tion of these matters will not have a material adverse effect
on Ogden’s consolidated financial position.

Ogden continues as a contingent guarantor of up to
$55,000,000 of revolving credit borrowings of OMI Corp. (a
former wholly-owned subsidiary), surety bonds of ITO, and
certain obligations of Avondale Industries, Inc., (see Note 2).

At December 31, 1986, capital commitments for continuing
operations amounted to $97,328,000, of which $81,400,000
was for Ogden’s investment in resource-recovery projects
and $15,928,000 was for normal replacement, moderniza-
tion, and growth.

Unconditional Purchase Contracts

CHEVRON CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Millions of Dollars)

Note 17 (In Part): Other Contingent Liabilities and Com-
mitments

The Company also has certain long-term fixed or minimum
commitments under agreements negotiated to assist
suppliers in obtaining facilities’ financing. Payments made
under such agreements were $15 in 1986 and $14 in both
1985 and 1984. In addition, the Company has contractual
commitments to certain companies in which it has equity
interests, to pay minimum shipping and processing revenues
or advance funds which can be applied against future
charges. Payments for normal shipping and processing
charges under these arrangements were $34, $39 and $29 in
1986, 1985 and 1984, respectively. Combined annual com-
mitments for all of these agreements are as follows: 1987-
$81, 1988-$42, 1989-$41, 1990-$40, 1991-$110 and for the
remaining years after 1991-$187.
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THE DOW CHEMICAL COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS
In Millions

P (In Part): Commitments and Contingent Liabilities

A Canadian subsidiary has entered into two 20-year
agreements to purchase substantially all the output of an
ethylene plant (Plant No. 1) and 40% of the output of a sec-
ond ethylene plant (Plant No. 2). The purchase price of the
output is determined on a cost-of-service basis which, in
addition to covering all operating expenses and debt service
costs, provides the owner of the plants with a specified return
on capital. Total purchases under the agreements were
$160, $153 and $159 in 1986, 1985 and 1984, respectively.

The following table shows the fixed and determinable por-
tion of obligations under such purchase commitments (at De-
cember 31, 1986 exchange rates) net of noncancellable
sales commitments.

Fixed and Determinable Obligations

1987 e $ 8
IR U PPN 80
198 it 78
1990, e e 75
R 2 A PP PP 90
1992-expiration of contracts ............coeveeevneneiiinannnn.. 807
SUBTOTAL. . e 1,211
Less amounts estimated to represent interest ................ 94
TOtAl e e $1,117

The owner of the plants, The Alberta Gas Ethylene Com-
pany Ltd. (AGEC), has borrowings outstanding of $171 which
were used for the construction of Plant No. 1 and are guaran-
teed as to principal and interest by the Company. The Com-
pany has severally guaranteed the performance of its sub-
sidiaries under agreements to purchase 40% of the output of
Plant No. 2 and to fund its share of any cash deficiencies (as
defined in the agreement) in the plant’'s operating and debt
service costs.

OCCIDENTAL PETROLEUM CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 8. Other Contingencies and Commitments

At December 31, 1986, commitments for major capital ex-
penditures in 1987 were approximately $530 million.

Occidental has also entered into long-term agreements to
secure terminal and pipeline capacity, drilling services, elec-
trical power, and steam. At December 31, 1986, the aggre-
gate of these payments, $293.1 million, is payable as follows
(millions): 1987-$65.8; 1988-$37.7; 1989-$38.4; 1990-$39.4;
1991-$36.4; and 1992 through 2003-$75.4. Actual payments
under these agreements were $31.3 million in 1986, $43.9
million in 1985, and $49.5 million in 1984. In addition, Occi-
dental has a minimum exploration commitment in Peru of
$80.3 million during the period 1987 through 1991.

Occidental has certain other contingent liabilities and
claims under contracts, as guarantors of debt, as joint ven-
turers, and with regard to other potential obligations. In the
opinion of management, such contingent liabilities will not

result in any significant financial liability in relation to the con-
solidated financial position of Occidental.

See also Note 7 regarding lawstits, claims, and related
matters, Note 9 regarding proposed tax assessments, and
Note 12 regarding retirement plans and postretirement bene-
fits. ,

SCOTT PAPER COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Leases and Other Commitments

A capital lease transfers substantially all of the benefits and
risks of ownership of the leased property to the Company. On
the Company’s consolidated balance sheet the following
amounts of capitalized leases are included in plant assets
and the related obligations are included in debt:

December 27 December 28

(Millions) 1986 1985
Plant assets under capital leases .............. $38.4 $38.0
Accumulated depreciation....................... (18.5) (19.7)
Net capital leases.........ccveeeeneniniininenes $19.9 $18.9
Current lease obligations........................ $ 4.0 $ 3.3
Long-term lease obligations..................... $15.4 14.8
Capital lease obligations ...............cueneene. $19.4 $18.1

All leases other than capital leases are operating leases
and are accounted for as operating expenses. Rental ex-
pense for operating leases was $28.9 million, $27.3 million
and $26.9 million for 1986, 1985 and 1984, respectively. In
1986, $6.3 million represented payments on short-term
leases (those expiring within one year of the balance sheet
date).

The Company has agreements, which expire in 2008, to
operate a biomass cogeneration facility adjacent to its
Westbrook, Maine mill and to purchase its steam and electric-
ity output on a take-or-pay basis. Under these agreements,
which were renegotiated in 1986, the Company paid $8.0
million in each of the years 1986, 1985 and 1984.

The future minimum obligations under leases and other
commitments having an initial or remaining noncancelable
term in excess of one year as of December 27, 1986 are as
follows:

Capital  Operating Other
(Millions) Leases Leases Commitments
1987 i $ 5.3 $ 9.0 $ 41
1988...cciiiiiiiienanes 4.8 8.4 6.8
1989 . i 3.0 7.0 7.1
1990, .ceiiiiiiiicinenes 1.2 6.0 7.1
1997 ., 1.1 4.8 8.6
Loter years................. 1. 72.6 137.9
Future minimum obliga-
HONS +.veeenienennnnnnnes 26.5 $107.8 $171.6
Interest portion ............ (7.1)
Capital lease obligations .. $19.4
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Other Purchase Contracts

BOWATER INCORPORATED (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Joint Venture (In Part):

The Company has a 50 percent interest in a partnership
joint venture formed in 1983 to construct, own and operate
certain facilities for the production and sale of pulverized coal
and other fossil fuels to the Company and to provide ancillary
coal and other fossil fuel burning services. Bowater Southern
Paper Company, a division of the Company, manages the
project for the partnership under a management agreement.

Under a 12-year conditional purchase agreement, the
Company purchases the project’s entire output of pulverized
coal and other fossil fuels and the partnership’s services in
burning such fuels to produce heat energy. The agreement
provides that the Company will not be required to purchase
any pulverized coal and related services on the occurrence of
certain specified events. The Company’s total purchases of
pulverized coal under the agreement were $26,424,000 in
1986, $23,962,000 in 1985 and $7,469,000 in 1984.

WILSON FOODS CORPORATION (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 14 (In Part): Commitments and Contingencies

The purchasers of the Albert Lea, Minnesota and Cedar
Rapids, lowa slaughtering and processing facilities (Note 4)
produce Wilson Foods branded processed meats under
manufacturing agreements, which expire March 2, 1987, and
July 1, 1987, (as amended during 1986), respectively. Under
the terms of the agreements, Wilson Foods will purchase
approximately 106.1 million and 152.2 million pounds, re-
spectively, of processed meats on an annual basis.

APPLE COMPUTER, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Common Stock (In Part)
Stock Repurchase Program

During 1986, the Board of Directors authorized manage-
ment to purchase and retire up to 5 million shares of Apple’s
common stock from time to time in the open market or in
negotiated transactions at prevailing market prices. As of
September 26, 1986, the Company had purchased and re-
tired 1.7 million shares under this program at an average
price of $31.87 per share.

JLG INDUSTRIES, INC. (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Capital Stock

Stock redemption agreements between the Company and
two of its executive officers provide for the purchase of a

portion of the common stock from their estates at market
value, upon death. The commitment under such ar-
rangements, aggregating $1,677,000 at July 31, 1986, is
funded by life insurance policies owned by the Company.

WAUSAU PAPER MILLS COMPANY (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-

" MENTS

Note 8. Commitments and Contingencies

The Company is involved in various legal proceedings aris-
ing in the normal course of business. It is the opinion of
management that any judgment or settlement resulting from
pending or threatened litigation would not have a material
adverse effect on the financial position or on the operations of
the Company.

The Company had an agreement with Mr. R. L. Radt, Pres-
ident, resulting from a purchase of 147,452 shares of com-
mon stock (after split-ups and a stock dividend) from the
Company, which committed the Company to repurchase
those shares at the prevailing market price less $1.805. In
years prior to fiscal 1986, Mr. Radt exercised repurchase
commitments totalling 65,476 shares in the aggregate
amount of $841,000. During fiscal 1986, he exercised the
repurchase commitment for the remaining 81,976 shares to-
taling $1,686,000 leaving no remaining commitment by the
Company.

As of August 31, 1986, the Company was committed to
expend $6,632,000 for capital projects which were in various
stages of completion.

THE QUAKER OATS COMPANY (JUN)

NOTES TO FINANCIAL STATEMENTS
Note 13 (In Part): Leases and Other Commitments

The Company, The Bear Stearns Companies, Inc., and
Gruss Petroleum, are shareholders in a corporation formed
solely for the purpose of acquiring, through a public tender
offer, all the outstanding common stock of Anderson, Clayton
& Co. The Company has subscribed for all the Series B pre-
ferred stock of the corporation up to a maximum amount of
$250 million. Payment for the preferred stock is required con-
current with the successful completion of the tender offer.
Subsequently, the preferred stock will be redeemed by the
corporation, and the Company will use the proceeds of the
redemption to purchase the outstanding common shares of
Gaines Foods, Inc., a subsidiary of Anderson, Clayton & Co.
The corporation can be dissolved if the tender offer is not
successful and for various other circumstances and termi-
nates automatically after a predetermined period of time if the
tender offer is not successful.
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Additional Payments Related to Acquisitions

HUNT MANUFACTURING CO. (NOV)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

10 (in Part): Commitments and Contingent Liability:

Contingent Liability: On September 26, 1986, the Com-
pany acquired the business and substantially all the assets of
Bevis Custom Tables, Inc. (Bevis) and certain related assets
and properties and assumed certain liabilities relating
thereto. The purchase price for the assets was approximately
$12,000,000 in cash, plus possible additional cash consid-
eration of up to $8,000,000 based upon adjusted cumulative
pre-tax earnings of Bevis for the three fiscal years ending
November 27, 1988. The excess of acquisition cost over net
assets acquired will be increased for any additional cash
consideration.

ELI LILLY AND COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Acquistions

On March 18, 1986, the company acquired all the outstand-
ing shares of Hybritech Incorporated, which develops, man-
ufactures, and markets products incorporating monoclonal
antibody technology. This transaction has been accounted
for as a purchase, and the financial statements include the
results of operations of Hybritech from the date of purchase.
Pro forma results of operations are not shown because the
effect would not be material. The purchase price consisted of
approximately $364.3 million in cash payments, convertible
notes, and warrants to purchase Lilly common stock. De-
pending on the annual performance of Hybritech over the
period ending December 31, 1995, additional cash of up to
$268.6 million may be paid to holders of Contingent Payment
Obligation Units, which were issued to shareholders of Hyb-
ritech in connection with the acquisition. The units are pub-
licly traded. The excess of cost over the fair value of the
assets acquired (goodwill) is being amortized over 40 years
on the straight-line method. The fair value of assets acquired
includes approximately $200 million of patents and other in-
tangibles being amortized over 14 years on the straight-line
method.

On May 15, 1985, the company acquired certain assets
and technology related to the implantable cardioverter defib-
rillors of Intec Systems, Inc. This transaction has been ac-
counted for as a purchase of assets. The purchase price,
including subsequent contingent payments, consisted of the
payment of approximately $63.7 million in cash and the is-
suance of $.7 million in convertible debentures. Depending
on the achievement of certain performance objectives
through 1990, up to an additional $69.3 million may be paid in
connection with the acquisition.

On May 31, 1984, the company acquired all the outstand-
ing shares of Advanced Cardiovascular Systems, Inc. (ACS),
which designs, manufactures, and markets coronary angio-
plasty catheter systems. This transaction has been ac-
counted for as a purchase, and the financial statements in-
clude the results of operations of ACS from the date of acqui-
sition. The purchase price, including subsequent contingent
payments earned through December 31, 1986, consisted of

3,096,913 shares of Lilly common stock with a market value
of approximately $107.4 million. Depending upon the annual
performance of ACS over the next two years, up to 750,000
additional shares of Lilly common stock may be issued in
connection with the acquisition. Goodwill is being amortized
over 40 years on the straightline method.

NIKE, INC. (MAY)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 12 (In Part): Commitments and Contingencies:

In 1986, the Company acquired a 50% interest in the stock
of an entity for $500,000. The terms of the stock purchase
agreement allows for the total purchase price of this stock to
increase to an aggregate of $6,500,000 if the entity meets
specified earnings levels over the next five years. The Com-
pany is also guarantor on the entity’s bank line of credit of
$1,900,000.

UNC INCORPORATED (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2 (In Part): Acquisitions

During 1986 and 1985, the Company acquired the entities
described below, which were accounted for by the purchase
method of accounting. The results of operations of the ac-
quired companies are inciuded in the Company’s statement
of earnings from the dates of acquisition.

On October 31, 1986, the Company, through a wholly-
owned acquisition subsidiary, acquired substantially all of the
operating assets of the Division of Military Aviation (“DMA”)
of Burnside-Ott Aviation Training Center, Inc. for $7 million in
cash. DMA provides simulator pilot training for the U.S.
Armed Forces, and line maintenance and operational support
for military training aircraft. The excess of the purchase price
over the fair value of the operating assets acquired is being
amortized over a period of twenty-five years using the
straight-line method. Under the terms of employment and
bonus agreements entered into with certain of the former
owners of DMA, the acquisition subsidiary may be required to
make incentive compensation payments based upon
specified earnings levels as defined in the agreements, not to
exceed $10 million during the six-year period ending De-
cember 31, 1992. Any payments made under the terms of
these agreements will be recorded as expense when in-
curred.

WANG LABORATORIES, INC. (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note E (In Part): Other Assets

During Fiscal 1986, the Company acquired the assets and
business of Walsh Greenwood Information Systems, Inc. for
cash of $20.0 million, of which approximately $14.8 million is
included in amounts reported as goodwill at June 30, 1986.
Under the terms of the purchase agreement, the Company
has a contingent purchase obligation of approximately 30%
of any future earnings before income taxes of the acquired
business through 1990, up to a maximum of $80.0 million.
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Employment Contracts

ARDEN GROUP, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
15 (In Part}): Commitments and Contingent Liabilities:

The Company has an employment agreement with a key
executive officer which expires at the end of the Company’s
1990 fiscal year on December 29, 1990. In addition to a base
salary the agreement provides for a bonus based on pre-tax
earnings. The maximum compensation payable annually
under the agreement is $525,000 in 1986, 1985 and 1984.
The compensation accrued in 1986, 1985 and 1984 was
$525,000, $525,000 and $420,000, respectively.

A former key employee of a wholly-owned subsidiary of
Arden had an employment agreement with the subsidiary.
The agreement provided for a base salary and a bonus
based on net income of the subsidiary before income taxes
(as defined) each year through December 31, 1986. The
compensation accrued for the individual during 1986, 1985
and 1984 amounted to approximately $909,000, $995,000
and $1,012,000, respectively.

CAESARS WORLD, INC. (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 14 (In Part): Commitments and Contingencies

Employment and Change in Control Agreements. The
Company has change in control agreements with ten officers
which grant these officers the right to receive up to two times
their annual salary and bonus, plus continuation of certain
benefits, if there is a change in control in the company (as
defined) and a termination (as defined) of such officers. The
maximum contingent liability for salary and incentive com-
pensation under these agreements is approximately
$3,367,000. The Company has also entered into employment
agreements with three employees which expire at various
dates through May 31, 1988. The aggregate commitment for
future salaries, excluding bonuses, under these employment
agreements is approximately $776,000. The Company has
-also entered into employment agreements with two officers
which contain continual self-renewing terms of five years and
three years, respectively, subject to the option of the Com-
pany to terminate this self-renewing provision. in addition,
these agreements provide these officers the option to termi-
nate their contractual obligations in the event of a change in
control or a material breach by the Company. The contingent
liability under these agreements in the event of a change in
control is approximately $3,564,000 but could be greater if
the Company were to breach the agreements.

GTI CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 6 (In Part): Commitments and Contingency:

In August, 1986, the Company entered into employment
agreements with four officers which provide for the continua-
tion of salary and certain benefits for a specified period of
time under certain conditions. Under the terms of the
agreements, these payments occur in the event of a change

in control of the Company, as defined, together with certain
other specified conditions, including the sale of certain assets
of the Company. The aggregate estimated commitment
under these agreements is $750,000.

IROQUOIS BRANDS, LTD. (DEC)

NOTES TO CONSOLIDATED. FINANCIAL STATE-
MENTS

Note 10 (In Part): Contingencies

The Company has entered into contingent employment
agreements with certain of its executives. The agreements
provide for severance benefits payable upon termination of
employment following a change of control or upon other
specified events. If such changes were to take place. the
aggregate maximum benefits would be $2,150,000. In the
event the Company’s Chairman and Chief Executive Officer's
employment is involuntarily terminated, or a change of con-
trol takes place, the Company would be required to make a
lump sum payment to him of approximately $2,600,000.

RUSS TOGS, INC. (JAN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note I—Management and Employment Agreements:

The Company’s current management agreements with
three senior officers were executed as of February 2, 1986
for initial employment terms of one to five years. Each
agreement provides for an annual base salary during the
initial employment term of $475,000 and incentive compen-
sation equal to 3.75% of the Company’s pre-tax earnings (as
defined) in excess of increasing amounts ranging from
$8,509,000 in the fiscal year ending in 1987 to $10,342,000
in the fiscal year ending in 1991. For the fiscal year ended
January 31, 1987, each of these senior officers earned incen-
tive compenstion aggregating $782,000.

The Company also has a five-year management agree-
ment (which commenced February 1, 1987) with another
senior executive providing for an annual base salary of
$300,000 and incentive compensation equal to 2.25% of the
Company’s pre-tax earnings (as defined) in excess of in-
creasing amounts ranging from $8,934,000 in the fiscal year
ending in 1988 to $10,859,000 in the fiscal year ending in
1992.

Unless the initial employment term provided for in a man-
agement agreement is extended, the Company will employ
each of the aforementioned individuals as a consultant to the
Company at an annual compensation of $300,000 for each of
the three senior officers and $120,000 for the other senior
executive for the five-year period following termination of
their respective initial employment terms. The initial employ-
ment term of one of the senior officers expired on January 31,
1987 and he is now serving as a consultant.

Additionally, the agreements include provisions for death
and disability benefits and a change in control provision
under which the four individuals would be entitled to receive
up to 2.99 times their annual salary and incentive compensa-
tion, plus certain benefits, if there is a change in control of the
Company (as defined) and a termination (as defined) of their
respective positions with the Company. The maximum con-
tingent liability, as of January 31, 1987, relating to the change
in control provision is approximately $8,427,000.
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Under prior management agreements, the senior officers
received an annual base salary of $275,000 each and incen-
tive compensation aggregating $437,000 and $435,000, re-
spectively, for each officer for the two fiscal years ended
February 1, 1986; the other senior executive received an
annual base salary of $250,000 and incentive compensation
of $417,000, $291,000 and $290,000, respectively, for the
three fiscal years ended January 31, 1987.

Pursuant to a deferred compensation agreement, each of
the three senior officers will also receive $80,000 a year for
the ten years commencing in fiscal 1992.

The Company has employment contracts with divisional
officers, most of which provide for incentive compensation
based upon earnings performance of their respective divi-
sions.

Sales Agreements

COURIER CORPORATION (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

F (In Part): Commitments

During fiscal 1986, long-term sales contracts with NYNEX
Information Resources Company expiring in fiscal 1987 and
Bell Atlantic Management Services, Incorporated expiring in
fiscal 1988 each accounted for approximately 14% of con-
solidated revenues. Non-contract sales to a religious book
customer amounted to approximately 15% of consolidated
sales. The Company has received notification from each of
its major directory customers of their intention to award new
manufacturing contracts to the Company. The contracts rep-
resent approximately $35 million in annual sales, and will
cover various time periods beginning as early as 1987 and
extending through 1993.

LEE ENTERPRISES, INCORPORATED (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 2. Pending Acquisitions and Dispositions

The Company has agreed to acquire certain assets of
network-affiliated television stations in Omaha, Nebraska
(KMTV) and Tucson, Arizona (KGUN) and 49% of the capital
stock of a radio broadcasting company in Omaha, Nebraska
(KFAB) from May Broadcasting Company for $89,000,000.
These acquisitions will be accounted for as purchases and
will be financed by borrowings of approximately $65,000,000
and available internal funds.

KFAB Broadcasting Company has agreed to sell substan-
tially all of its assets for approximately $22,000,000 and
undertake a plan of complete liquidation following the acquisi-
tion described above. At the time of liquidation, the Company
will own the direct 49% interest and an approximate 24%
fndirgct interest through its ownership in Journal-Star Print-
ing Co.

In addition, the Company has agreed to sell substantially
all assets of television and radio stations owned in Quincy,
llinois for $14,000,000. Pursuant to a certification from the
Federal Communications Commission, no income tax is ex-

pected to be currently payable on the gain arising from this
sale.

All sales, acquisitions, liquidations and financing are con-
templated to be completed prior to December 31, 1986.

Distribution Agreement

COLECO INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 8—Commitments and Contingencies:

The Company is or has been a party to a number of miscel-
laneous lawsuits arising from the conduct of its business. In
the opinion of management, such proceedings in the aggre-
gate will not have a material adverse effect on the Company’s
consolidated financial position.

On December 30, 1986 the Company entered into an
agreement which provides for the exclusive distribution rights
for products of Tomy Kogyo of Japan in the United States and
Canada. Pursuant to the agreement the Company is required
to pay minimum guaranteed royalties of $51,850,000 through
1990, of which $19,850,000 was evidenced by a promissory
note at December 31, 1986 and paid on January 2, 1987. In
addition future amounts due for minimum guaranteed royal-
ties under other licensing agreements aggregated approxi-
mately $12,892,000 at December 31, 1986 and are payable
principally over a three year period.

At December 31, 1986 the Company was contingently li-
able for outstanding letters of credit of $9,382,000.
Additionally the Company is required to maintain a
$5,000,000 collateral deposit in connection with its product
liability insurance coverage.

Formation of Joint Venture

HERCULES INCORPORATED (DEC)

NOTES TO FINANCIAL STATEMENTS
15 (In Part): Commitments

(c) Joint Venture:

Hercules has entered into an agreement in principle with
Henkel KGaA providing for the formation of a joint-venture
partnership. The partnership, the Aqualon Group, will be 50%
owned by each. Hercules will contribute certain of its Water-
Soluble Polymers assets and businesses having 1986 sales
of $187,831,000.
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Agreement to Amend Contract

LOCKHEED CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 10: Commitments and Contingencies

There are a number of lawsuits and administrative pro-
ceedings pending against the company and its subsidiaries
which management believes are either without merit or, if
decided adversely, would be covered by insurance or by con-
tract or are not of material significance.

As part of an agreement to amend a contract with an
L-1011 Tri-Star customer, the company entered into an
agreement to assist in the refinancing of five L-1011 aircraft.
Under the terms of this agreement, the company will periodi-
cally advance funds through 1993, eventually totaling approx-
imately $120 million, to a trust established by the company
and the customer. The aircraft are leased by the customer
from the trust under a lease agreement which extends
through 2001. The funds from the company, together with
lease payments, will be utilized to service the underlying debt
on the aircraft. Beginning in 1994, the funds advanced plus
accrued interest, as contractually defined, will be refunded to
the company ratably through 2001 by either the trust or the
customer. Repayment of the funds advanced and accrued
interest will be provided by lease payments which are
guaranteed by a foreign government that owns the airline
customer.

Usage Fee

MOSINEE PAPER CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11 (In Part): Commitments, Contingencies, Litigation, and
Related Party Transactions

The Company is involved in various lawsuits arising in the
normal course of business. It is the opinion of management
and legal counsel that these suits will not result in judgments
which in the aggregate would have a material adverse effect
on the financial position or operations of the Company.

Beginning October 15, 1986, and for a period of twenty
years thereatfter, The Sorg Paper Company is to pay the City
of Middletown, Ohio a minimum annual usage fee of approx-
imately $150,000, paid on a quarterly basis, to discharge
industrial waste into the City’s wastewater treatment facility.
The aggregate amount of such required future minimum
payments at December 31, 1986 totaled $2,845,000. In addi-
tion, Sorg is to pay monthly contingent usage fees to the City
based on the amount of industrial waste discharged.
Minimum and contingent usage fees incurred in 1986 totaled
$818,000.

The Company is committed under agreements with two
executive officers to repurchase 81,265 shares of common
stock including 18,150 shares purchased in 1981 at the pre-
vailing market price less $4.13 per share and 63,115 shares
purchased in 1979 at the prevailing market price less $3.44
per share. The repurchase commitment, if exercised on De-
cember 31, 1986, would have amounted to approximately
$759,000.

Programming Rights

TIME INCORPORATED (DEC)

NOTES TO FINANCIAL STATEMENTS
Commitments

As part of its programming operations, the Company
routinely enters into commitments for programming rights,
primarily for theatrical motion pictures, which extend for vari-
ous periods. The license fees related to these commitments
can be influenced by, among other things, a percentage of
the films’ negative costs, box office performance, and HBO
and Cinemax subscriber levels. The consolidated financial
statements reflect commitments incurred under these con-
tracts for programming available for exhibition at the balance
sheet date. In addition, as part of its cable television opera-
tions the Company enters into franchise agreements relating
to the development of cable TV systems. As of December 31,
1986 aggregate future commitments for these operations
were estimated to be $2.5 billion to $3.0 billion.

SUBSEQUENT EVENTS

Events or transactions which occur subsequent to the bal-
ance sheet date but prior to the issuance of the financial
statements and which have a material effect on the financial
statements should be either reflected or disclosed in the fi-
nancial statements. Section 560 of Statement on Auditing
Standards No. 1 sets forth criteria for the proper treatment of
subsequent events.

Table 1-12 classifies disclosures of subsequent events in-
cluded in the 1986 annual reports of the survey companies.

Examples of subsequent event disclosures follow.

Debt Incurred, Reduced or Refinanced

ARMCO INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
(Dollars in millions, except per share amounts)

Note 15: Subsequent Event

In the first quarter of 1987, the Board of Directors au-
thorized the exchange of up to 21,840,000 shares of Armco
common stock for $50.7 of the promissory notes relating to
Reserve debt (see Note 14) and $65.3 of Eveleth’s debt
guaranteed by Armco (see Note 10). Armco has made offers
of exchange to the holders of the Reserve debt and has or
will make offers to holders of the Eveleth debt.

As of March 6, 1987, Armco has reached agreements in
principle to exchange 2,788,780 shares of Armco common
stock for $25.0 of the promissory notes relating to Reserve
debt, 2,086,030 shares for $16.7 of Eveleth’s debt guaran-
teed by Armco, and a number of shares to be determined by
the market price per share at the time of exchange (not to
exceed 3,181,200 shares) for an additional $16.7 of Eveleth’s
debt guaranteed by Armco. These agreements provide for a
discount on the debt exchanged, which will result in a gain to
Armco of approximately $3.5. These proposed exchanges
are subject to the execution of a definitive agreement.
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TABLE 1-12: SUBSEQUENT EVENTS

Number of Companies
1986 1985 1984 1983
Debt incurred, reduced or

refinanced ................. 68 61 39 42
Discontinued operations...... 45 26 37 24
Business combinations pend-

ing or effected ............ 33 49 51 40
Stock splits or dividends .... 27 15 6 12
Capital stock issued or pur-

chased........ccceueeeenn. 25 30 9 17
Litigation..........c....eeveens 21 27 15 25
Stock purchase rights ....... 10 15 — —_
Employee benefit plans...... 8 8 4 6
Formation of joint ventures . 8 2 — —
Other—described ........... 37 48 34 37

BOWNE & CO., INC. (OCT)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 14—Subsequent Event

In November 1986, the Company entered into an agree-
ment with a group of lenders which provided for the issuance
of $17,000,000 principal amount 8.55% unsecured notes due
November 1996. The agreement contains covenants relating
to the maintenance of minimum amounts of working capital
and certain ratios. The agreement also places restrictions on
the payment of dividends, purchase of the Company’s com-
mon stock and certain other investments in excess of the
sum of $40,000,000 plus net income subsequent to October
31, 1986.

CHOCK FULL O'NUTS CORPORATION (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 10. Event Subsequent to the Balance Sheet Date

On September 23, 1986, the Company sold $50,000,000
principal amount of 8% convertible subordinated debentures
due September 15, 2006, pursuant to a registered public
offering. The debentures have mandatory sinking fund re-
quirements commencing September 15, 1996, and are con-
vertible at the option of the debenture holders into shares of
the Company’s common stock at a price of $10.20 per share.
Approximately 4,900,000 shares have been reserved for
conversion. The proceeds from the offering were utilized to
repay approximately $9,100,000 of existing bank debt with
the remainder of the proceeds to be utilized for working capi-
tal and other general corporate purposes. Expenses related
to this offering have been deferred and will be amortized over
the term of the debentures.

COMMERCIAL METALS COMPANY (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

F (In Part): Long-term Credit Arrangements:

On October 23, 1986, the Company arranged a 3 1/2-year,
$30 million unsecured revolving credit and term loan facility
with a group of six banks. This credit facility is convertible, in
1990, at the Company’s option into a four-year term loan. The
agreement provides for borrowings in United States dollars
indexed to the prime rate, to the United States certificate of
deposit rate, or to the offshore dollar interbank market rate
and includes an additional option for alternate fixed-rate term
loans indexed to the banks’ net cost of obtaining funds. A
commitment fee of 3/8% per annum is payable on the unused
credit line. No compensating balances are required. The
terms of the credit agreement include, in addition to other
requirements, maintenance of consolidated net current as-
sets of $75,000,000 and place certain restrictions on divi-
dends (other than stock dividends) and on the purchase of
the Company’s outstanding stock. At August 31, 1986, ap-
proximately $47,000,000 of retained earnings was available
for dividends under these covenants.

GENERAL CINEMA CORPORATION (OCT)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 6 (In Part):
Additional revolving credit agreements

Subsequent to October 31, 1986 the Company entered
into agreements with eight foreign banks pursuant to which
the Company may borrow, on a revolving credit basis, an
aggregate of $355,000,000 (or the equivalent in certain
specified foreign currencies). The Company may terminate
these agreements at any time, and each of the banks may
terminate its agreement on not less than two years notice.
The rate of interest payable under each of the credit
agreements is, at the Company’s option, the prime rate, a
function of the London inter-bank offering rate, a function of
the domestic certificate of deposit rate, or any other rate
mutually agreed to between the Company and the bank. The
credit agreements do not require the Company to maintain
compensating balances. The agreements require the Com-
pany to pay a commitment fee at an annualr ate of %% of
the unused credit line.

JOHNSON & JOHNSON (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 19. Subsequent Events

On December 31, 1986 the Company purchased Cooper-
Vision, Inc.’s ophthalmic pharmaceutical business. The total
purchase price for these assets, including goodwill, was $260
million. The financial results of this ophthalmic pharmaceuti-
cal acquisition will be consolidated with the Company com-
mencing with the first quarter of 1987.

In February, 1987, the Company entered into a program to
refinance a portion of its short-term debt, primarily revolving
credit facilities with various banks. The program is for the
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issuance of short-term promissory notes, not to exceed $500
million in the aggregate, in the form of Euro-Commercial
Paper with maturities ranging from 7 to 183 days. The notes
are unconditional, unsecured and unsubordinated obligations
of the Company and are not listed on any stock exchange.

MASCO CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Subsequent Events

In early 1987 Masco Industries, Inc. issued $330 million of
6 percent convertible subordinated debentures due 2011, of

which the Company acquired $130 million. These debentures -

are convertible into Masco Industries’ common stock at $36
per share. Additionally, Masco Industries issued in a public
offering $250 million of 10% percent senior subordinated
notes due 1997. Masco Industries then retired the $220 mil-
lion of its 16 percent subordinated debentures held by the
Company.

In February, 1987 the Company issued in a public offering
$250 million of 5% percent convertible subordinated deben-
tures due 2012, which are convertible into common stock at
$42.80 per share. The proceeds from this offering, along with
cash received upon Masco Industries’ retirement of its 16
percent subordinated debentures, were used to retire the
Company’s remaining outstanding bank debt.

OLIN CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Subsequent Event

In January 1987, prior to the redemption date set by the
Board of Directors, substantially all of the company’s 8%%
debentures outstanding at December 31, 1986 were con-
verted into approximately 2,700,000 common shares. Pri-
mary earnings per share for 1986, assuming the conversion
had occurred at the beginning of the year, would have been
$3.13. The transaction will decrease future interest expense
by $8,600,000 annually.

TYLER CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Subsequent Events

On January 13, 1987, the Company filed a shelf registra-
tion statement with the Securities and Exchange Commission
covering the public offering of as much as $200,000,000 in
debt securities. The Company proposes to sell the securities,
directly or through agents, dealers or underwriters, on terms
to be determined at the time of sale.

Net proceeds from the sale of these securities may be
used primarily to repay a portion of the Company’s outstand-
ing variable-rate bank debt and to redeem the Company’s
outstanding 127%% subordinated notes or for other general
corporate purposes.

Discontinued Operations

ALLIS-CHALMERS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Subsequent Events (In Part):

On April 1, 1987 the Company announced it had signed a
letter of intent with Boliden AB of Sweden for the sale of most
of the Allis-Chalmers solids processing equipment and min-
erals systems businesses. Cash proceeds are expected to
exceed $90 million, which is expected to approximate book
value. The businesses which would be sold had 1986 sales
of approximately $250 million. The transaction is subject to
certain approvals including approvals by the Boards of Direc-
tors of Allis-Chalmers and Boliden, Aliis-Chalmers share-
holders, Allis-Chalmers lenders, the Central Bank of Sweden
and definitive documentation. Closing of the sale would be
part of the overall restructure of Allis-Chalmers which was
announced on March 4, 1987.

BMC INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(in thousands, except share amounts)
13. Subsequent Events

On February 2, 1987, the Company sold its Integrated Mi-
crocircuits operation located in Hopkins, Minnesota and the
IMC Tampa operation located in Tampa, Florida to Shelf
Three Corporation, a wholly owned subsidiary of North
American Philips Corporation, for $10,000 in cash (excluding
amounts held in escrow pending final price determination
based upon audited net book values), plus the assumption by
Shelf Three of related liabilities.

On February 3, 1987, the Company sold its Bussing Sys-
tems operation located in Compton, California to E.S.P. As-
sociates for approximately $600 in cash, plus the assumption
by E.S.P. of related liabilities.

CALMAT CO. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

13. Subsequent Events:

In December 1986 the Company agreed in principle to sell
Valley Reclamation Company, a wholly owned subsidiary
engaged in the landfill operation together with the underlying
200 acres of land, subject to certain government approvals,
for approximately $61,300,000. A deposit of $48,400,000
representing the sale of the operating assets and permits
was received on December 31, 1986 and government ap-
provals were received in February 1987, at which time the
sale was recorded. The sale of the underlying 200 acres of
land for $12,900,000 is expected to be completed later in the
year. In 1986, net income from the landfill amounted to ap-
proximately $1,078,000.

On February 24, 1987, the Company declared a 2-for-1
split of its common stock, to stockholders of record March 10,
1987. Effect has been given to the split in the accompanying
statements by a transfer of $17,649,000 from additional paid
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in capital to common stock at December 31, 1986. All share
and per share amounts in the accompanying financial
statements have also been adjusted to give effect to the split.

GENERAL REFRACTORIES COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

15. Sale of European Refractories and Building Products
Operations

On March 5, 1987, the Company agreed to sell to an Aust-
rian investor group its European refractories and building
products operations for 800 million Austrian schillings (ap-
proximately $62 million at the exchange rates on the date of
the agreement). The sale is subject to the approval of the
Company’s shareholders at a special meeting scheduled to
be held April 24, 1987 and authorization by the Austrian Na-
tional Bank for transfer of the proceeds.

MINSTAR, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

4 Proposed Divestiture of Transportation and Storage Op-
erations—

In January 1987, the Company agreed in principle to divest
its transportation and storage operations through the sale of
its Bekins subsidiary. The Company expects to receive con-
sideration from the sale of approximately $66 million, includ-
ing cash of $51 million. The Company would also receive an
equity interest in the acquiring company. Based upon the
proposed terms of such sale, no gain or loss is anticipated to
be recognized on the sale. Bekins’ net assets included in the
accompanying consolidated balance sheets at December 31
consist of the following (in thousands):

1986
Working capital ........coevvinienniiniennen. $27,538 $32,447
Plant and equipment..............coceenennn. 24,779 44,716
Notes receivable and other assets ......... 18,089 13,582
Long-term liabilities ............c...oceeeenent (8,831) (9,062)
$61,575 $81,683

The operating results of Bekins included in continuing op-
erations in the accompanying statements of income were as
follows (in thousands):

Year Ended December 31,
1985 1984
$298,074  $302,941

1986

Revenues..............ccuens $297,270

Income before income taxes
(including real estate
gains of $16.4, $8.0 and
$8.6 million in 1986,
1985, and 1984, respec-
tively)..ooooeeiiiiiiieenes $ 19,335

$ 10,159  $ 14,263

1985

MEREDITH CORPORATION (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

17. Subsequent Event

In July 1986, the Company agreed in principle to the sale of
WPGH-TV, Pittsburgh, Pennsylvania, to Lorimar-
Telepictures Corporation, Culver City, California, for a cash
sales price of $35,000,000. The ownership transfer is subject
to the consent of the Federal Communications Commission.
A net gain will be recognized at the time of ownership trans-
fer.

RALSTON PURINA COMPANY (SEP)

NOTES TO FINANCIAL STATEMENTS
(Dollars in millions)

Subsequent Event

On October 3, 1986, the Company completed the sale of
its Purina Mills, Inc. domestic agricultural products business
to a subsidiary of The British Petroleum Company for $545.0
in cash. The estimated gain on sale, to be recognized in the
gosmpany’s first quarter, is $376.8 before income taxes of

167.5.

Sales of Assets

UNITED MERCHANTS AND MANUFACTURERS,
INC. (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 17—Subsequent Events

On September 11, 1986, the Company sold 17% of the
outstanding shares of common stock of its wholly-owned
subsidiary, Victoria Creations, Inc., which is in the costume
jewelry business. The sale resulted in cash proceeds to the
Company of $13,910,000 which has been used to reduce
indebtedness. The sale also resulted in a gain, before appli-
cable income taxes if any, of approximately $6,400,000
which will be reflected in the Company’s results of operations
for the first quarter of fiscal 1987.

The Company is currently reviewing proposals to sell part
or all of its Brazilian operation. The proposed transactions are
subject to a number of conditions and accordingly there can
be no assurance that a sale will occur but if consummated
these proposals would not result in a charge to earnings. If a
sale should take place, it is anticipated that proceeds would
be used to further reduce indebtedness.

THE WURLITZER COMPANY (MAR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11. Subsequent Events

~ The previously announced Agreement in Principle for an
equity transaction with an investment group advised by
Brighton Place, Inc., was terminated on June 6, 1986 by
mutual consent.



Subsequent Events 95

On May 30, 1986, the Company entered into an agreement
whereby substantially all electronic organ inventory was sold
in bulk for approximately $750,000 in cash upon shipment,
and approximately $2,000,000 in credits usable over a six
year period and applicable to a variety of expenditures such
as advertising and travel. The amount of the book value of
the inventory in excess of anticipated cash proceeds has
been assigned to the valuation of the credits. Accordingly, no
gain or loss has been recognized from this transaction.

Business Combinations

ALLEGHENY INTERNATIONAL, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2. Proposed merger:

On March 9, 1987 Allegheny announcd that it had entered
into an agreement providing for a merger of Allegheny and an
affiliate of First Boston, Inc. in a transaction in which the
affiliate of First Boston, Inc. will commence a cash tender
offer for all outstanding shares of Allegheny’s Common
Stock, $2.19 Cumulative Preference Stock and $11.25 Con-
vertible Preferred Stock and, following the tender offer and
subject to the conditions of the offer and the merger agree-
ment, will be followed by a shareholders’ meeting to vote
upon the merger which, if approved by the requisite share-
holders’ vote, would be followed by the merger.

ETHYL CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS
17. Subsequent Events:

On January 27, 1987, the company completed a tender
offer for Nelson Research and Development Company. The
tender offer will be followed by a cash merger for the remain-
ing 8% of the shares. The total purchase price will be approx-
imately $55 million. Nelson Research, which designs and
develops new drug molecules for license to pharmaceutical
firms, will be operated as a subsidiary.

Also in January, the Company purchased three million
shares of its common stock for $63 million from a limited
partnership of which one of Ethyl’s outside directors is a part-
ner.

HOLLY SUGAR CORPORATION (MAR)

NOTES TO FINANCIAL STATEMENTS
11. Subsequent Event:

On June 9, 1986, the Company entered into a definitive
purchase agreement to acquire the business and certain as-
sets of the Union Sugar Company, a subsidiary of Sara Lee
Corporation. Union Sugar Company is a beet sugar proces-
sor located in California.

The purchase agreement is subject to certain conditions,
including the expiration of the Hart-Scott-Rodino waiting
period and the completion of financing. The acquisition price
will be approximately $7,000,000 for the operating assets
plus Union Sugar Company'’s cost of inventories at the acqui-
sition date. The transaction, if consummated, will be ac-
counted for as a purchase.

ICOT CORPORATION (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 9. Subsequent Event

On August 8, 1986, the Company issued 1,000,000 shares
of its common stock (valued at $8,875,000) for all of the
outstanding common stock of Integrated Network Systems,
Inc. (INS), a manufacturer of certain computer networking
products. The acquisition is being accounted for as a pooling
of interests. Had the transaction been consummated by Au-
gust 2, 1986, the effect on the Company’s reported sales, net
income and earnings per share would have been as follows:

Years Ended

August 2,  August 3, July 28,
1986 1985 1984
Sales:
Previously reported......... $46,441 $26,746 $18,986
INS .o 3,904 5,639 1,705
As combined .............. $50,345 $32,385 $20,691
Income (Loss) before ex-
traordinary credit: ........
Previously reported ........ $ 4,567 $ 1,565 $(2,341)
INS .o 409 558 413
As combined .............. $ 4,976 $ 2,123 $(1,928)
Extraordinary credit—
income tax benefit arising
from loss carryforwards:.
Previously reported......... $ 2,363 $ — $ —
INS. et — _ —
As combined .............. $ 2,363 $ — $ —
Net income (Loss):
Previously reported ........ $ 6,930 $ 1,565 $(2,341)
INS . 409 558 413
As combined .............. $ 7,339 $ 2,123 $(1,928)
Income (Loss) per share:
Before extraordinary
credit—previously re-
ported........oevvnennnnnnn. $ .48 $.17 $(.26)
As combined .............. $ .47 $.21 $(.19)
Extraordinary credit—
previously reported....... $.24 $— $—
As combined .............. $.22 $— $—
Net income (Loss)—
previously reported....... $.72 $.17 $(.26)
As combined .............. $ .69 $.21 $(.19)

JOSLYN CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

14. Subsequent Event:

On January 30, 1987 Joslyn Corporation entered into a
contingent purchase agreement with the shareholders of a
privately-owned company. Under the agreement, Joslyn will
purchase all of the outstanding shares of the company if,
during the term of the agreement, the shareholders elect to
sell such shares to Joslyn and under certain circumstances,
the shareholders will be obligated to sell all of the company’s
outstanding shares to Joslyn. The agreement is for one year
but is automatically renewable for successive one year
periods unless terminated prior thereto by either party.
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The company manufacturers electrical and dehydration
products and sells principally to the aerospace and defense
markets. Current fiscal year revenues should be approxi-
mately $30 million. The purchase price for the company
would be approximately $30 million in cash subject to certain
adjustments.

SERVICE CORPORATION INTERNATIONAL (APR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

13. Subsequent Event (Unaudited)

AMEDCO Inc. (AMEDCO),is a publicly-held St. Louis, Mis-
souri based manufacturer and distributor of caskets and
other funeral service products. In June 1986, SCl's and
AMEDCO’s respective Boards of Directors approved an
Agreement and Plan of Reorganization under which
AMEDCO will be merged into a wholly-owned subsidiary of
SCI. Under the terms of the agreement each 2.35 shares of
AMEDCO common stock will be converted into one share of
SCI common stock, or an aggregate of approximately
3,900,000 shares of SCI common stock. It is anticipated that
the proposed transaction will be submitted for the approval of
the AMEDCO shareholders in September. The transaction is
also subject to effectiveness of a registration statement to be
filed by SCI with the Securities and Exchange Commission,
certain regulatory approvals and the approval by SCI
shareholers of an increase in the number of authorized
shares of SCI common stock. The transaction is valued at
approximately $131,000,000 based upon the number of out-
standing common shares of AMEDCO and would be treated
as a purchase. The merger is expected to constitute a tax-

free reorganization for AMEDCO shareholders and, if ap-:

proved, is expected to be consummated by September 12,
1986.

The following pro forma information combines SCI and
AMEDCO as if the two companies had been merged for a full
fiscal year ending April 30, 1986. The sale of certain assets of
AMEDCO has been assumed to have occurred at the begin-
ning of the period. In addition, adjustments have been made
to reflect the accounting bases for AMEDCO’s assets and
liabilities. These combined results are not necessarily indica-
tive of the results which would have occurred had the two
companies actually been combined during the period pre-
sented or of the future results of operations which will be
obtained by the combined companies.

Pro Forma Combined Information (Thousands)
Net FeVENUES .....c...vveniirinriieineneniiieneneenenss $387,027
Income before income taxes..........cocevvvnnennnn. $ 74,308

Net iNCOME ....oviviiiiiiiiiiie e eeiene e eeenes $ 44,581
Earnings per share..........coeeeeeveniiiininennn.. $

THE QUAKER OATS COMPANY (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 3 (In Part): Subsequent Events

In August 1986, the company acquired the Golden Grain
Macaroni Company, which is located in San Leando, Califor-
nia, for approximately $275 million. 'Golden Grain is a man-
ufacturer of rice and pasta products, premium chocolate and
candy. For the year ended December 31, 1985, Golden Grain
had net sales of approximately $250 million. The acquisition
will be accounted for as a purchase.

BAKER INTERNATIONAL CORPORATION (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2 (In Part): Proposed Combination; Acquisitions and Dis-
positions:

On October 22, 1986, the Company signed a definitive
Combination Agreement with Hughes Tool Company
(Hughes), a major provider of oilfield equipment and ser-
vices. It is anticipated the Combination will be completed in
early 1987 upon obtaining approval from stockholders of both
companies and appropriate government agencies. The
Combination will be accounted for as a pooling of interests
and the combined company will be named Baker Hughes
Incorporated (Baker Hughes).

Pursuant to the terms of the Combination Agreement, each
holder of a share of the Company’s common stock will re-
ceive one share of Baker Hughes common stock, and each
holder of a share of Hughes’ common stock will receive .8
shares of Baker Hughes common stock. in connection with
the execution of the Combination Agreement, the Company
and Hughes granted each other an option to purchase 18.5%
of the other's outstanding shares at market value from au-
thorized and unissued shares. Such options are exercisable
only upon the occurrence of certain events affecting the
Combination.

Presented below are the unaudited pro forma combined
summaries of operations and combined statement of finan-
cial position based on the fiscal year end of Baker. The unau-
dited pro forma financial information is not necessarily indica-
tive either of results of operations that would have occurred
had the transaction been effected on October 1, 1983 or of
future results of operations of the combined companies.
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Pro Forma Combined Summaries of Operations (Unaudited)
(Amounts in Thousands of Dollars Except Per Share Amounts)

Baker
Year ended September 30, 1986
REVENUES ...ootiniiiinii it e e e $1,557,211
Loss before extraordinary items ..............cccovviiiiniiiiiii e $ (361,595)
EXtraordingry itemS.........cuveinieiiiirie i e e aaas $ 88,608
] T3 NN $ (272,987)
Per Share amouNTS:.........eeeeiiiei e e e e e e e e e e e eaeiaens
Loss before extraordinary items ............ccceeevniiiniiiiiiiiiiiiieieenen $(5.15)
EXtraordingry ftems.......cooueniri i $1.26
NEE H0SS. .. ettt et e et e e e $(3.89)
Year ended September 30, 1985
REVENUES ....eeuietitiiie ittt et et e et et e e aee e st s eseaanastesnessannesnns $1,904,321
NEt INCOME ..o iei ittt e et e et et e e e e e s e e e e e eanees $ 87,741
Net income per share .........cooeovuiiniiiiniiii et $1.25
Year ended September 30, 1984
REVENUES ..ottt et $1,833,693
Net iNCOME (J0SS) veuenvniinvreeiieeiniieei it et et e e et e e e eteeinerereeateanesaaannas $ 70,625
Net income (loss) per share ...........oooiiiiiiiiiii e $1.00

Hughes*

$ 904,033
$ (506,967)

$ (506,967)

$(9.06)
$(9.06)
$1,260,923
$ 4,089
$.07
$1,215,746
$ (133,839)
$(2.40)

*For 1986, data is for the twelve months ended September 30, 1986; for 1985 and 1984, data is for the calendar year.

Pro Forma Combined Statement of Financial Position—As of September 30, 1986—(Unaudited)

(Amounts in Thousands of Dollars)

Baker
Assets:

CUITENE GSSETS .. .iuitinitinitetetettiie et e e e eeenenetene e eenerenenenens $ 871,619
Property (Net)......ce e 511,404
L0 Y £ U 132,859
$1,515,882

Liabilities and Stockholders’ Equity:
Current labilities .........c.ovveniieniii e $ 416,855
Deferred INCOME TAXES .. .vvveeneeniniininiiie e ineee e enee et e eee e enanaes 55,721
Minority inferest and other..............oooooiiiiiiniie e 29,691
Long-term debt. ..o 330,414
Stockholders’ equity ..........eeeeiiiiiiiiiiii et eerieaae 683,201
$1,515,882

Hughes

$ 513,151
435,029
137,473

$1,085,653

$ 282,115
33,946
40,9M

312,860
415,821

$1,085,653

97

Pro Forma
Combined

$2,461,244
$ (868,562)
$ 88,608
$ (779.954)

$(7.56)
$ .77
$(6.79)

$3,165,244
$ 91,830
$.80

$3,049,439
$ (63,214)
($.55)

Pro Forma
Combined

$1,384,770
946,433
270,332
$2,601,535

$ 698,970
89,667
70,602

643,274
1,099,022

$2,601,535
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Stock Splits

AMERICAN CYANAMID COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Millions of dollars except per share amounts)

13. Subsequent Events—On February 17, 1987, the com-
pany’s Board of Directors declared a 2-for-1 split of the com-
mon stock to be effected in the form of a 100% stock divi-
dend, subject to stockholder approval on April 20, 1987, of an
amendment to the Restated Articles of Incorporation, increas-
ing the authorized common shares from 100 million to 200
million. The dividend is distributable on June 12, 1987, to
stockholders of record on May 8, 1987.

If the December 31, 1986, balance sheet had been re-
stated to reflect the stock split, common stock would have
increased $245.5 and additional paid-in capital and earnings
employed in the business would have decreased $45.2 and
$200.3 respectively.

If the per share data had been restated to reflect the spilit,
the results for 1986, 1985 and 1984 would have been:

1986 1985 1984

Earnings from continuing
operations ................. $ 2.18 $1.25 $ 2.03
Net earnings ................. $ 218 $1.34 $2.21
Stockholders’ equity ......... $18.71 $17.53 $17.13

Average shares outstanding
used to compute earnings
per share.................. 92,850,710 96,382,712 97,842,350
The Board of Directors also voted to increase the annual

dividend rate from $1.90 per share basis for pre-split shares

to $2.10 per share. This will be the equivalent of $1.05 per
share after the split. This increase, subject to declaration by
the Board, will be effective with the second quarter dividend,
payable on June 26, 1987, to stockholders of record on May
29, 1987.

JOHNSON CONTROLS, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

17. Subsequent Event (unaudited)

On November 19, 1986, the Board of Directors declared a
two-for-one stock split of the common stock effected in the
form of a 100% stock dividend payable January 2, 1987 to
shareholders of record on December 5, 1986. This stock split
will result in the issuance of approximately 18.9 million
" additional shares of common stock, $.16%/3 par value, and
will be accounted for by the transfer of approximately $3.2
million from capital in excess of par value to common stock.

K MART CORPORATION (JAN) |

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

C Subsequent Event

On March 24, 1987, the Board of Directors approved a
three-for-two split of the common shares to be distributed on

June 5, 1987, to holders of record on May 21, 1987. All
common shares and per share data included in the consoli-
dated financial statements and notes thereto have been ad-
justed to give effect to the stock split.

POLAROID CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

13. Subsequent Events

At its meeting on February 17, 1987, the Board of Directors
adopted a proposal to recommend to the stockholders an
increase from 60 million to 150 million in the number of
shares of common stock authorized to be issued by the
Company. Amendment of the Company’s Restated Certifi-
cate of Incorporation to that effect will be considered at the
1987 annual meeting of stockholders. Contingent upon ap-
proval of that amendment, the Board also approved a 2-for-1
split of the Company’s common stock. The stock split will be
in the form of a dividend of one additional share of common
stock for each share issued prior to the split. It is expected
that distribution of the additional shares of common stock will
occur on June 27, 1987, to stockholders of record at the close
of business on May 22. Par value of the common stock will
remain $1.00 per share after the split. As a consequence of
the split $32,855,475, representing the aggregate par value
of the additional shares, will be transferred from additional
paid-in capital to the capital stock account. At the same meet-
ing the Board declared a quarterly cash dividend of 30 cents
per share on the Company’s common stock payable March
28 to stockholders of record at the close of business on
March 13. The dividend represents an increase of 5 cents per
share in the quarterly dividend paid by the Company since
1979.

TEMPLE-INLAND INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note M—Subsequent Event

On February 6, 1987, the Company announced a five-for-
four stock split in the form of a stock dividend on its common
shares. The new shares will be issued on March 31, 1987, to
holders of record on March 16, 1987. At year end 1986, the
Company had 24,278,424 shares outstanding on an histori-
cal basis, or 30,348,030 shares on a split basis.

Information in the consolidated financial statements as to
the number of shares and per share amounts have been
adjusted to reflect the stock split on a retroactive basis.

Stock Purchase Rights

BURLINGTON INDUSTRIES, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note |—Preferred Stock Purchase Rights
On October 21, 1986, the company’s Board of Directors
declared a dividend of one preferred stock purchase right for

each outstanding share of common stock. Under certain cir-
cumstances, a right may be exercised to purchase one one-
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hundredth of a share of Series A Junior Participating Pre-
ferred Stock. The rights become exercisable if and when a
person acquires 20% or more of the company’s outstanding
common stock, or announces an offer which would result in
such person acquiring 30% or more of the company’s com-
mon stock. After the rights become exercisable, if the com-
pany is a party to certain merger or business combination
transactions or transfers 50% or more of its assets or earn-
ings power, or if the acquirer engages in certain self-dealing
transactions, each right will entitle its holders to buy a number
of shares of common stock of the acquiring or surviving entity
(or of the company in certain instances) having a market
value of twice the exercise price of the right. The rights expire
October 21, 1996 and may be redeemed by the company for
5 cents per right at any time before the tenth day following the
announcement that a person has acquired 20% or more of
the company’s common stock.

Capital Stock Issued Or Purchased

BOWATER INCORPORATED (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Common Stock Issued Subsequent to Year-End

On January 23, 1987, the Company completed a public
offering of 4.0 million shares of its common stock in the
United States and abroad. The net proceeds of approxi-
mately $136 million were used to retire commercial paper
and revolving credit borrowings, including the approximately
$100 million incurred to finance the acquisition of Star Forms,
Inc.

On February 4, 1987, the Company announced the rede-
mption of all its 9% Convertible Subordinated Debentures
Due 2009. As a result, all such debentures were converted
into 3,091,478 shares of common stock of the Company at
the conversion price of $263/s per share.

If the issuance of common stock through the public offering
and the conversion of debentures, and the acquisition of Star
Forms, Inc., all had occurred on January 1, 1986, the Com-
pany’s primary and fully diluted earnings per common share
for the year 1986 would have been $1.46, and the total com-
mon shares outstanding at year-end would have been
36,561,716.

GTI CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 2—Subsequent Event:

On February 13, 1987, the Company, through a private
placement, sold 1,495,000 shares of its Common Stock for
$4.00 per share or $5,980,000, before expenses, pursuant to
a Stock Acquisition Agreement dated February 6, 1987. In
addition, through a second private placement on the same
date, pursuant to a Stock Exchange Agreement, the Com-
pany exchanged 625,000 shares of its Common Stock for
20% of the Common Stock of Electronic Supply Corporation.
The exchange is valued at $2,500,000 or $4.00 per share.
The agreements relating to the above transactions provide,
among other things, that the Company’s Board of Directors
will take such action as it deems equitable to maintain the

purchasers’ percentage interest in the Company’s common
stock through August, 1988. The purchasers of the Common
Stock for both transactions are affiliated.

The pro forma effects of the above transactions for the
related balance sheet accounts are summarized below. Pro
forma balance sheet information is presented as though the
transactions occurred on December 31, 1986.

(in thousands of dollars)
As  Pro Forma

Reported (Unaudited)
Cash and marketable securities ............ $ 169 $ 6,149
Investments ........coiiiieiiiinneiiniennnns 1,500 4,000
Other liabilities........cccevevienienennnnen. 421 721
Common STOCK ...oevvvervneiiniiiiiniieenns 140 223
Additional paid-in capital.................... 8,993 17,005
Treasury s10CK ....covvvivineinineniininenene. (85) —

The pro forma income statement information is presented
as though the transactions occurred on the first day of 1986.*

(in thousands of dollars):
As  Pro Forma

Reported (Unaudited)
Interest eXpense .........oceeveeerenenennnnn. $ (298) $ (123)
Interest iNCOME .......c.eveverininninenncnn 184 492
Equity in income of offiliate................. — 281
Income from continuing operations before
iNCOME tAXES .. ueurrernenernenenennnnnnene 1,004 1,768
Provision for income tfaxes ................. 589 980
Income from continuing operations......... 415 788
Issued shares outstanding................... 3,461,775 5,581,775
Income Per Share Continuing Operations .. $ .12 $ .14

*The pro forma results are not necessarily indicative of results of
operations had the acquisition taken place at the beginning of the year.

THE GOODYEAR TIRE & RUBBER COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS
Subsequent Event

On November 20, 1986, Goodyear announced that it
planned to make a tender offer for up to 40 million of its
shares at $50 net per share in cash. The Company pur-
chased 40,435,764 shares in February 1987, under the terms
and subject to the conditions of the offer. The Company
made the offer as part of a program to restructure its capitali-
zation and business with the objective of enhancing the re-
turn to shareholders on their investment. The purchase of
shares pursuant to the offer reduced the number of shares
that could otherwise trade publicly and reduced the number
of shareholders. The aggregate purchase price of the shares
and estimated expenses pursuant to the offer was $2,024.3
million.

The Company obtained a $4,000.0 million Credit Facility, a
portion of which was used to finance the share purchase (see
note on Credit Arrangements).

The following table sets forth the pro forma capitalization of
the Company and its consolidated subsidiaries at December
31, 1986. The pro forma adjustments give effect to estimated
net cash proceeds and after tax gains expected to be realized
from the disposition of Motor Wheel Corporation and related
assets, Goodyear Aerospace Corporation and related as-
sets, and the Arizona properties. The net cash proceeds are
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applied to reduce debt, whereas the gains are shown as an

increase to retained earnings. Pro forma adjustments also
give effect to the purchase of the 40,435,764 shares and the

debt incurred to complete the purchase.

(In millions)

Short ferm debt........oeiiiniiiiii e
Long term debt and capital leases ............cceceveriiennnnn..
Minority eqUITY ...oevvnieiiniiii e
Total debt and capital leases and minority equity ................
Shareholders’ equity:
COMMON SIOCK ..eueneneniiieniie i areenes
Capital SUMPIUS ....ueveeneiit e ee e eeae
Retained earnings..........c.cceuveveiereenieniiiiieeeneanens
Foreign currency translation adjustment........................
Total shareholders’ equity ........cocvvvviviieiciiiiiieiininnnes
Total capitalization............c.ccvveieriiiiiieiinniiiinenneanee

Debt as percent of debt and shareholders’ equity................

GOULD INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note M: Subsequent Event

On February 24, 1987, the company’s board of directors
approved a plan to issue up to 2.3 million shares of converti-
ble exchangeable preferred stock at an initial public offering
price of approximately $50 per share, from which proceeds
will be used to reduce the company’s outstanding commer-
cial paper and for general corporate purposes. The issuance
is subject to registration with the Securities and Exchange
Commission.

The company has amended its revolving credit agreement
so that the company will not be prohibited from paying cash
dividends on the convertible exchangeable preferred stock;
however, such agreement prohibits the company from paying
cash dividends on other capital stock or purchasing shares of
any capital stock for cash.

JOSTENS, INC. (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Subsequent Event

On August 6, 1986, the Board of Directors authorized the
Company to purchase up to 3,500,000 of its common shares
within a price range of $3372 to $37 per share. The number of
shares tendered under this offer and the ask price per share
will determine the total number of shares to be purchased.
The Company intends to finance the total purchase price
through an intermediate-term bank loan.

December 31,

Pro Forma Adjustments
Proceeds and Share Purchase

1986 Gain on and Related Pro Forma
Amounts Dispositions Debt Results
$ 348.6 $ — $ — $ 348.6
2,487.5 (600.0) 2,024.3 3,911.8
72.6 — — 72.6
2,908.7 (600.0) 2,024.3 4,333.0
97.1 — (40.4) 56.7
104.2 — (104.2) —
3,122.2 290.0 (1,879.7) 1,532.5
(320.9) — — (320.9)
3,002.6 290.0 (2,024.3) 1,268.3
$5,911.3 $(310.0) $ — $5,601.3
48.6% . 77.1%
Litigation

FOOTE MINERAL COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS
13 (In Part): Commitments and Contingencies

Subsequent to December 31, 1986, the Company received
a notice of violation issued by the United States Environmen-
tal Protection Agency (EPA) asserting that the Company’s
Keokuk, lowa plant is in violation of regulatory requirements
under the Resource Conservation and Recovery Act (RCRA)
relating to the handling and disposal of hazardous wastes.
The EPA has rejected the Company’s position that Keokuk’s
wastes are excluded from hazardous classification under the
exemption for wastes from the processing of ores and miner-
als. The Company continues to assert that the Keokuk waste
is exempt from hazardous classification as the Company is a
processor of ores and minerals; however, the Company
plans to take the position that, in order to avoid protracted
litigation over this issue, it is willing to negotiate with EPA a
consent agreement that would set forth several steps for the
Company to take to bring the waste handling practices at the
facility into compliance with applicable requirements for
treatment, storage, and disposal of hazardous wastes. The
Company believes that the outcome and resultant effect relat-
ing to this matter will not have a material adverse effect on its
financial statements.



Subsequent Events

GENERAL HOST CORPORATION (JAN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 12 (In Part): Litigation and Other Contingencies

In March 1987 a judgment was entered against the Com-
pany and its wholly-owned subsidiary, Cudahy Company
(now AMS Industries, Inc.}, in a 1977 lawsuit involving claims
by approximately thirty landowners or lessees who alleged
that saltwater pollution of the groundwater by the American
Salt Company plant in Lyons, Kansas prevented crop irriga-
tion. The judgment included $3.1 million for actual damages
to approximately 2,800 acres for the nine-year period 1975
through 1983 and an award of $10 million in punitive dam-
ages. Although an earlier August 1984 opinion had indicated

that the punitive damages were subject to review and possi- |

ble reduction based on American Salt’s efforts to evaluate
and implement a groundwater cleanup program, the court
imposed the full amount of punitive damages in the March
1987 judgment but did not order any remedial action. Sub-
stantially the same parties have commenced a second law-
suit asserting similar claims for damages since 1983, as well
as punitive damages for alleged willful failure to abate the
pollution.

In July 1984 American Salt voluntarily initiated a groundwa-
ter monitoring program and retained experts to advise it with
respect to the nature and extent of any groundwater pollution,
the adequacy of its present operation and possible cleanup
alternatives. In February 1987 American Salt and AMS
signed an agreement with the Kansas Department of Health
and Environment which provides for implementation of a re-
medial plan consistent with previous submissions in the court
proceedings mentioned above. The estimated future capital
expenditures for this program amount to about $800,000, and
it will increase operating expenses by about $150,000 per
year.

AMS and the Company believe there were substantial er-
rors as to both the facts and the law underlying the judgment,
and accordingly they will file an appeal in April 1987. The
proceedings in the second case have been largely stayed
pending entry of final judgment in the first action. Further, the
Company is reviewing the extent to which it may have insur-
ance coverage for certain aspects of any final judgments in
both cases. In that connection, the Company’s primary insur-
ance carrier has commenced an action for declaratory relief
seeking an adjudication that it has no liability to the Company
in connection with these proceedings.

While it is not possible to make a final determination as to
the outcome of the aforementioned matters, the Company
believes it has strong grounds upon which to appeal and to
otherwise defend these proceedings, and accordingly no
provision for loss is included in the financial statements. In
the opinion of management, the ultimate resolution of these
matters should not have a material effect on the consolidated
financial position of the Company.
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Formation of Joint Venture

INGERSOLL-RAND COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 18—Subsequent Events: On January 6, 1987, the
company announced it had signed a letter of intent to sell its
Mining Machinery group to a newly formed venture, subject
to the entity’s ability to obtain financing. The company will
own 50% of the new venture.

On February 2, 1987, the company and two foreign corpo-
rations agreed in principle to form a new venture company
that combines their respective pulp machinery businesses.
The venture will be equally owned and controlled by the three
partners. The agreement in principle is subject to the negotia-
tion and execution of a definitive joint venture agreement and
appropriate governmental and other required consents.

LYNCH CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note L—Subsequent Event

On January 29, 1987 Lynch Entertainment Corporation, a
new wholly-owned subsidiary of the Company, entered into a
contingent agreement regarding the formation of a partner-
ship to acquire and operate television station WHBF-TV
(“station”) in Rock Island, lllinois. Lynch Entertainment Cor-
poration will contribute $250,000 for a 20% equity interest in
the partnership, as well as loan up to $6,750,000 in subordi-
nated debt financing at 1%2% over the prime interest rate,
adjusted monthly. Interest for the first twelve months will be
accrued and added to the principal, which will be paid within a
period of three to five years. The other company participating
in the partnership is owned by a director of Lynch Corpora-
tion.

SUNDSTRAND CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Subsequent Event

On January 12, 1987, Sundstrand Corporation and Sauer
Getriebe AG of Neumuenster, West Germany established a
joint venture, combining their Hydraulic Power Systems busi-
nesses. Effective January 1, 1987, this new joint venture will
have one operating group in the United States named
Sundstrand-Sauer, and another in Europe named Sauer-
Sundstrand. Klaus H. Murmann, a member of Sundstrand’s
Board of Directors, was the President and Chief Executive
Officer of Sauer Getriebe AG. The joint venture management
includes Mr. Murmann as a director and Chief Executive Of-
ficer, and Michael J. Draper from Sundstrand as a director
and Chief Operating Officer.

Sales of Sundstrand’s Hydraulic Power Systems business
included in 1986 consolidated operating results were $119.4
million. Included in Sundstrand’s consolidated balance sheet
at December 31, 1986, were net assets of approximately
$44.0 million, which have been contributed to the joint ven-
ture effective January 1, 1987. Future rental commitments
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under noncancelable operating leases beyond 1986 and
building space for Sundstrand’s Hydraulic Power Systems
business were not included in the Supplementary Statement
of Earnings Information footnote on page 34 and under Prop-
erties in the Additional 10K Information on page 41, respec-
tively.

Sundstrand and Sauer are leading manufacturers of hy-
draulic power transmission equipment in both America and
Europe, respectively. Each parent company holds a 50%
interest in the joint venture, and it will be accounted for as an
equity investment on the balance sheet of Sundstrand sub-
sequent to December 31, 1986.

Employee Benefits

MANPOWER INC. (FEB)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

12 (In Part): Stock Purchase Plans

On March 31, 1986, the Board of Directors adopted a Re-
stricted Stock Plan which reserves 300,000 shares of com-
mon stock held in Treasury for purchase by key employees
selected by the Human Resources Committee of the Board,
at a price determined by the Board, but not less than 10 cents
per share. When a purchase right is granted, the employee
has up to 60 days within which to make the purchase. Trans-
fer of shares purchased is restricted for a period established
at the time the purchase right is granted. During the restricted
period, the shares may not be sold without first offering them
to the Company at the original purchase price. It is con-
templated that the restricted period established would be five
years and that the restriction would be removed on 20% of
the shares per year. Purchase rights have been granted
under the plan to two officers for 200,000 shares at a price of
10 cents per share.

Reorganization

DIAMOND SHAMROCK CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Restructuring Program

On February 1, 1987, the Company’s Board of Directors
approved a restructuring program (the ‘“Restructuring”).
The principle financial elements of the Restructuring are:

(i) the spin-off of Diamond Shamrock R&M, Inc., a newly
formed holding company for the Company’s refining and
marketing businesses, to the Company’s stockholders as a
new publicly owned company;

(ii) the purchase by the Company of 20,000,000 shares of
the Company’s Common Stock at $17.00 per share which
was completed on March 9, 1987; and

(iii) the sale, on February 2, 1987, to an insurance com-
pany of 3,000,000 shares of $9.75 Cumulative Convertible
Preferred Stock, $1.00 par value, for $300.0 million.

Prior to the spin-off of Diamond Shamrock R&M, Inc., the
Company will call the 7.7% Sinking Fund Debentures due
December 15, 2001, 9% Sinking Fund Debentures due April

1, 1999 and 9%s% Sinking Fund Debentures due November
15, 2000 at an aggregate redemption price of $241.6 million.
The Company will deposit sufficient funds with the trustees to
satisfy its obligation under the indentures.

Unaudited pro forma financial information of the Company
giving effect to the Restructuring as if it had occurred on
December 31, 1986 for the Summarized Balance Sheet and
January 1, 1986 for the Summarized Statement of Opera-
tions is presented below:

Summarized Balance Sheet: ($ millions)
CUrrent GSSES ...vveerireeriiiiiininirireeereneneens $ 3421
Non-Current Assets........ccceeviiiiiviiinnnnnnnnn. 2,450.1
Current Liabilities .......cooevrvveiiiiiiiiiiiennenns 315.9

Redeemable Preferred Stock.........................

Stockholders’ Equity ..........oceevnvieiiiniiianane. 826.4
Summarized Statement of Operations:

SAIES et $ 876.1

Gross Profit ........coveviiiniiiiineiiiiniins 54.4

(Loss) Before Discontinued Operations............... (183.5)

Net (LOSS) cvvennenieeii e eeeee s (63.5)

The unaudited pro forma financial information is not
necessarily indicative of the results of operations that would
have occurred had the Restructuring been effected in 1986,
nor of future results of operations of the Company after the
Restructuring.

LUKENS, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

12. Subsequent Events

Stockholders approved on January 28, 1987, certain
changes to the corporate structure, including the creation of a
holding company incorporated in Delaware for all of Lukens’
operating entities. Stockholders retained the same ownership
interest in the Delaware holding company as in the company
prior to reorganization. The consolidated financial statements
of the holding company will become the same as those prior
to reorganization, except for the change from no par value
common stock to $.01 per share par value. As part of the
reorganization, a new class of stock was authorized consist-
ing of 1,000,000 shares of preferred stock, par value $.01 per
share. No preferred stock was issued in connection with the
reorganization.

Property Damage
CONSOLIDATED PAPERS, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 9. Subsequent Event

On January 11, 1987, an explosion of one of the two re-
covery boilers at the company’s Kraft Division occurred.
Damage, which is estimated at $7,000,000, is covered by
insurance. Sufficient quantities of pulp are being arranged to
meet the immediate needs of the company’s paper mills, and
business interruption insurance is expected to cover higher
operating costs associated with the explosion. In the opinion
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of management, this incident will not have a material impact
on the company’s results of operations.

Depreciable Lives Changed

THE FEDERAL COMPANY (MAY)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in thousands, except where otherwise noted)
1 (In Part): Summary of Accounting Policies:
Depreciation and Maintenance Policies

On July 23, 1986, the Board of Directors approved a
change in the estimated useful lives of the Company’s prop-
erty and equipment and the method of calculating deprecia-
tion for those assets. For assets acquired subsequent to May
31, 1986, depreciation will be calculated by the straight line
method with estimated useful lives generally of 33 years for
buildings and improvements, 12 years for machinery and
equipment and 7 years for transportation equipment. The
undepreciated balances of assets acquired prior to May 31,
1986 will be depreciated by the straight line method over their
estimated remaining useful lives of 15 years for buildings and
improvements, 7 years for machinery and equipment and 4
years for transportation equipment. These changes were
adopted to make the Company’s depreciation policies more
comparable to industry practices.

The estimated effect of this change, to be adopted in the
fiscal year ending May 30, 1987, will be to increase net earn-
ings by approximately $14,000 or $.86 per share.

Change in Company Name

KINDER-CARE LEARNING CENTERS, INC. (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11. Subsequent Events

At its meeting on October 10, 1986, the Board of Directors
approved a resolution to change the corporate name to
Kinder-Care, Inc., and to reorganize the Company’s day care
centers into a wholly-owned subsidiary, Kinder-Care Learn-
ing Centers, Inc. The name change is subject to stockholder
approval at the annual meeting on January 22, 1987.

The Board also approved changing the corporate year end
from August 31 to December 31. All the Company’s sub-
sidiaries will adopt the new year end.

Translation Rate

PANTASOTE INC (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

13. Subsequent Event

Subsequent to the year end, the U.S. dollar declined in
value in relation to the currencies of the Company’s Euro-

pean subsidiaries. Had the foreign financial statements been
translated at exchange rates in effect on February 11, 1987,
the cumulative translation adjustment and shareholders’
equity would have increased by approximately $1,200,000.

Contracts Cancelled

ALPHA INDUSTRIES, INC. (MAR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 12—Subsequent Events

Subsequent to March 31, 1986, the Company and Martin
Marietta Corporation announced the formation of a joint ven-
ture to develop gallium arsenide monolithic integrated circuits
for millimeter wave radar applications.

On June 18, 1986, the Court dismissed a complaint that a
former shareholder had filed against the Company, several of
its Directors and certain current and former officers. The
complaint had alleged violations of SEC disclosure require-
ments and the RICO Act.

Subsequent to March 31, 1986, the Company agreed in
principle to sell its Microelectronics Division. The sale is ex-
pected to be completed during the Company’s second fiscal
quarter. This division had approximately $12 million in sales
for fiscal year 1986.

On July 2, 1986, the Company received notification that
certain of its microwave components contracts were being
cancelled. The customer has alleged that the contracts were
behind schedule and stated that it would attempt to recover
reprocurement costs. The customer also has reserved the
right to recover damages. The impact, if any, on the Com-
pany’s financial condition and results of operations cannot be
determined at this time.

RELATED PARTY TRANSACTIONS

Effective for financial statements for fiscal years ending
after June 15, 1982, Statement of Financial Accounting
Standards No. 57 specifies the nature of information which
should be disclosed in financial statements about related
party transactions. SFAS No. 57 restates “without significant
change” the disclosure requirements previously stated in
Staternent on Auditing Standards No. 6. In 1986, 162 survey
companies disclosed related party transactions. Examples of
related party disclosures follow.

Transactions Between Affiliated Companies

COMPUGRAPHIC CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

13. Transactions with Related Parties
On February 1, 1982, Agfa-Gevaert Graphics, Inc., a

wholly owned subsidiary of Agfa-Gevaert, Inc., acquired an
interest of approximately 69 percent in the Company through
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purchase of 3,082,000 shares of newly issued common stock
and approximately 2,500,000 shares of common stock pur-
suant to a cash tender offer. Since then, Agfa-Gevaert
Graphics, Inc. has purchased 1,251,000 shares of common
stock in the open market, increasing its interest in the Com-
pany to 82 percent as of January 3, 1987. Agfa-Gevaert, Inc.
is a subsidiary of Agfa-Gevaert N.V. of Belgium.

Compugraphic Corporation engages in business transac-
tions with subsidiaries of Agfa-Gevaert N.V. Products pur-
chased for resale from these subsidiaries totalled
$28,631,000, $24,421,000, and $24,110,000 in 1986, 1985,
and 1984 respectively. Sales to these subsidiaries amounted
to $47,172,000, $44,510,000, and $26,923,000 in 1986,
1985, and 1984 respectively. The accompanying consoli-
dated balance sheet includes the following related-party
amounts:

(Dollars in thousands) 1986 1985
Accounts receivable .............couevinen.s $ 6,950 $ 6,674
Notes receivable.............cccevvvvninnne. 14,000 14,000
Accounts payable .............coeeiiinlll 1,644 2,305

Transactions Between Company and Major
Stockholiders

FISCHBACH CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS
15. Related Party Transactions

As of September 30, 1986 Pennsylvania Engineering Cor-
poration (“PEC”) and APL Corporation, an affiliate of PEC,
were beneficial owners of 54.3% of the Company’s common
stock.

During fiscal 1986, PEC and other companies which may
be deemed affiliates of PEC lent funds to the Company on an
unsecured basis with interest payable at the prime rate plus
one percent. The maximum amount outstanding at any time
during 1986 was $16,500,000. There were no loans outstand-
ing at September 30, 1986.

In October 1985, the Company entered into an agreement
with PEC and a subsidiary of PEC pursuant to which the
Company received a fee of $650,000 and other benefits in
consideration for the Company’s indemnification of the surety
on a performance bond in the face amount of $45,000,000
and a payment bond of $27,680,000 and its guaranty of let-
ters of credit aggregating $12,300,000 as of September 30,
1986, issued in connection with the construction and opera-
tion of the Town of Islip Resources Recovery Facility located
in Islip, New York.

The Company’s credit and surety agreements contain re-
strictions relating to mergers, loans, guarantees and other
transactions with related parties and affiliated companies.

INTEL CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Related Party Transactions
In February, 1983 International Business Machines Corpo-

ration (IBM) became a related party due to its purchase of
Intel stock. In 1984 the Company sold an additional 86,509

shares of previously authorized but unissued capital stock to
IBM in accordance with an agreement reached in December
1982. As of December 27, 1986 and December 28, 1985,
IBM owned less than 20% of Intel's outstanding capital stock.
In 1986 approximately 5.7% of Intel's revenues were derived
from sales to IBM (19.9% in 1985 and 11.9% in 1984). In
addition, Intel had purchases from IBM (including lease obli-
gations) of approximately $5 million in 1986 ($7 million in
1985 and $24 million in 1984). Amounts receivable from and
payable to IBM are immaterial at December 27, 1986 and
December 28, 1985.

RAYTECH CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

($000)
Note M—Related Party Transactions

Since October 1984, Echlin, Inc. has owned 745,000
shares, currently 25%, of the Company’s common stock. In
1986, as part of the warrant offering (Refer to Note A), Echlin
purchased 1,490,000 warrants for $1 each.

In March 1985, as described in Note J, Raymark sold the
net assets of its Brake System Division to Echlin. In accord-
ance with the sale agreement, the amount of the proceeds
were adjusted to reflect the net assets of the Brake Systems
Divisions as of March 1985. As a result, Echlin agreed to
accept a $6,451 note in April 1986 which represented the
principal and accrued interest relating to this reduction. As
discussed in Note H, Echlin has exercised its right to require
the Company to seek shareholder approval to grant the con-
version of this note into common stock. Interest expense in-
curred for amounts due Echlin was $603, $315 and $1300 in
1986, 1985 and 1984, respectively.

Prior to the sale, Echlin was a major supplier of products
for resale by Raymark’s Brake System Division. Purchases
from Echlin were approximately $6,600 and $28,000 in 1985
and 1984, respectively.

During 1986 and 1985, several Echlin companies were
customers of the Company. The total sales to these com-
panies were approximately $6,500 and $5,200, respectively.
The related receivable of $968 and $1,002 is reflected in
trade accounts receivable in the 1986 and 1985 respective
balance sheets.

Other transactions with Echlin included charges for rent
and utilities of $3,003 and $2,051 for 1986 and 1985, respec-
tively. Amounts due are included in other current assets
($401 and $1,081 for 1986 and 1985, respectively).
Additionally, Echlin charged a fee for computer usage of
$167 and $563 for 1986 and 1985, respectively. The related
payable to Echlin of $514 for these computer charges was
included in accrued liabilities in the 1985 balance sheet.
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Transactions Between Company and Investees

ECHLIN INC. (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 2. Transactions with Raymark Corporation:

In October, 1984, the Company acquired 745,000 shares
of common stock in Raymark Corportion for $14,900,000.
This investment, which represents 25% of the outstanding
shares of Raymark, is being accounted for using the equity
method and is included in “Other Assets.” The Company’s
earnings include its share of Raymark'’s operating results for
each year through June 30, the date of the most recent pub-
licly reported Raymark financial information. The closing
price of Raymark stock on August 29, 1986 was $4.75 per
share. Assets and liabilities of Raymark were $84,524,000
and $74,284,000, respectively, at June 30, 1986.

On March 17, 1985, the Company acquired certain assets
of the Brake Systems Division of Raymark Industries Inc., a
wholly-owned subsidiary of Raymark for $44,063,000. This
acquisition was accounted for by the purchase method and
the consolidated financial statements include the results of
operations from the date of acquisition. The following unau-
dited pro forma results of operations have been prepared as
though the Brake Systems Division had been acquired at the
beginning of fiscal 1984:

Year ended August 31,
(Dollars in thousands,

except per share data) 1985 1984
Net sales ....ooceninieeiniiiiiiniann, $829,708  $810,681
Net income .........ceeviveiiinnennnnnnnnns $45,160 $41,669

$1.09 $1.01

The results of operations of the Brake Systems Division
included above are not indicative of results for periods sub-
sequent to the acquisition because of changes which have
been made in the acquired business.

In settlement of the Brake System acquisition, the Com-
pany has a collateralized note receivable in the amount of
$6,451,000 currently bearing interest at 1% above prime,
payable in varying quarterly installments with a final payment
of $4,801,359 due on February 1, 1988. The receivable from
Raymark is included in “Other Assets.”

Raymark was a customer of Echlin prior to the acquisition
of the Brake Systems Division with purchases of $13,301,000
through March, 1985 for fiscal 1985 and $28,780,000 for fis-
cal 1984. The Company recorded interest income of
$517,000 and $1,027,000 in fiscal 1985 and 1984, respec-
tively, on notes receivable arising from Raymark purchases.

The outstanding receivables were repaid as part of the pur- .

chase transaction of the Brake Systems Division.

During fiscal 1986 and 1985, several subsidiaries of the
Company purchased approximately $6,700,000 and
$5,000,000, respectively, of raw material from Raymark.

HALLIBURTON COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

2. Related Companies. Undistributed earnings of uncon-
solidated subsidiaries and 20-50% owned companies in-
cluded in consolidated retained earnings at December 31,
1986, 1985 and 1984 were as follows:

1986 1985 1984

(In thousands)
Unconsolidated subsidiaries.  $238,543  $222,054  $202,820
20-50% owned companies . 32,623 45,150 48,498

Undistributed earnings of $27,936,000 were restricted as
to payment of dividends from unconsolidated subsidiaries at
December 31, 1986.

Purchases from unconsolidated companies, 50% or more
owned, were approximately $59,060,000, $41,269,000 and
$43,947,000 during the years 1986, 1985 and 1984, respec-
tively. Included in such purchases are payments of premiums
for employees’ group insurance, a portion of which was de-
ducted from employees’ wage payments.

NL INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

($000)
Related Party Transactions

Pursuant to the restructuring on April 30, 1986, the Com-
pany entered into an Intercorporate Services Agreement and
a Tax Agreement. These agreements respectively require
the allocation of certain administrative costs and services
provided by the Company to NL Chemicals, and for an alloca-
tion of domestic tax expense relating to NL Chemicals’ sepa-
rate company income tax calculation. The stipulated charge
under the Intercorporate Services Agreement, which expires
in April 1988, is $5,000 per year. Accordingly, $3,333 has
been charged to discontinued operations in 1986, represent-
ing the pro rata amount since the date of formation of NL
Chemicals.

Charges under the Tax Agreement, which became effec-
tive as of January 1, 1986, were eliminated in consolidation.
The Tax Agreement also provides that the Company will in-
demnify NL Chemicals for any under accrual of domestic
federal, state and local income taxes arising prior to January
1, 1986.

Transactions Between Company and
Officers/Directors

ACTION INDUSTRIES, INC. (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note M—Related Party Transactions
In June, 1986 the Company exercised its option to pur-

chase for $2 million the land and buildings in Mt. Clemens,
Michigan which it had been leasing from D. T. Chase Com-

pany.
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D. T. Chase Company has also agreed to purchase certain
equipment from the Company at its approximate book value
of $980,000. This transaction is to be completed no later than
June 22, 1987.

The Company purchased from an affiliate of David T.
Chase 200,000 shares of its common stock for a price of $14
per share ($2,800,000). These shares were issued in con-
nection with the acquisition of Sabin Industries, Inc. (Note L).

Mr. David T. Chase, sole shareholder of D. T. Chase Com-
pany, is a Director of the Company.

THE ARUNDEL CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note K. Related Party Transactions

A Director of the Company is the Retired Chairman of the
Board of the parent corporation of the lead Bank participating
in the Company’s Line of Credit and Security Agreement and
Revolving Credit Agreement. Additionally, the President (and
Director) of the Company is a Director of the Bank. The Bank
has also provided financing for other business purposes at
interest rates ranging from 8.25% to 10.25%. The balance of
these loans at December 31, 1986 and 1985 was $3,518,000
and $3,196,000 respectively.

Also, a Director of the Company is the President of certain
corporations which provide hauling and general contracting
services to the Company. Payments to these corporations for
services rendered amounted to approximately $1,471,000 in
1986, $1,764,000 in 1985 and $388,000 in 1984. The Com-
pany also purchased a parcel of land from one of the corpora-
tions in 1986 for $756,000. The corporations also have pur-
chased construction materials from the Company and have
made payments for their disposal of fill material on the Com-
pany’s property. Payments received from the corporations
amounted to approximately $237,000 in 1986, $148,000 in
1985 and $331,000 in 1984.

During 1986 and 1985, a family member of both the
Chairman of the Board and the President of the Company,
purchased real estate from the Company totaling $1,554,000
and $937,000, respectively. The Company recognized gains
on these sales of $687,000 and $319,000, respectively. In
addition, the family member purchased materials from the
Company totaling $430,000 in 1986 and $270,000 in 1985.

HOMASOTE COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 10—Operations:

An officer of the Company is also a director of a major raw
material supplier of Homasote. The amount of raw material
purchased from this supplier approximated $501,000 in
1986, $357,000 in 1985 and $1,422,000 in 1984. The amount
due to the supplier at December 31, 1986 and 1985
amounted to $35,000 and $7,000, respectively.

Leases With Profit Sharing Plan

THE SOUTHLAND CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

15 (In Part): Related Party Transactions:
Leases with Profit Sharing

During 1984, Profit Sharing purchased 31 7-Eleven or
Chief Auto Parts stores from the Company for $13,307,000,
which includes the Company'’s direct and indirect costs. The
stores were simultaneously leased to the Company at annual
rentals approximating market rates. No stores were pur-
chased during 1986 or 1985. At December 31, 1986, Profit
Sharing owned 775 stores leased to the Company under
capital leases and 615 stores leased to the Company under
operating leases. Included in the financial statements are the
following amounts related to these leases:

1986

December 31 1985

(Dollars in thousands)

Buildings, net of accumu-
lated amortization of
$34,112 and $33,028...

Capital lease obligations, net
of current portion of
$3,128 and $3,000......

$26,517 $29,911

$34,798 $38,315

Year ended December 31 1986 1985 1984

(Dollars in thousands)

Rent expense under operat-
ing leases and amortiza-
tion of capital lease as-
sets, included in cost of

goods sold.................

Imputed interest expense on

capital lease obligations..

$30,094 $30,256 $29,452

$ 3,683 $ 4,080 $ 4,403

INFLATION ACCOUNTING

Effective for financial reports issued after December 2,
1986, Statement of Financial Accounting Standards No. 89
states that companies previously required to disclose current
cost information are no longer required to disclose such in-
formation. The annual reports of 98 survey companies issued
before December 2, 1986 disclose current cost information.

Many of the survey companies include a discussion of in-
flation in the Management's Discussion and Analysis of Fi-
nancial Condition. Examples of such discussions follow.

BIRD INCORPORATED (DEC)

Inflation

Over the years, inflation has been a significant factor in our
economy and the Company is continually seeking ways to
deal with its impact by productivity improvements and cost
reduction programs. In recent years, the Company has not
been able to pass increased raw material costs on by increas-
ing selling prices because of intense competitive pressures.
The Company has an ongoing program of updating produc-
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tive capacity to take advantage of improved technology, and
although the cumulative impact of inflation has resulted in
higher costs for replacement of plant and equipment, these
costs have been offset by productivity savings.

CROWN CENTRAL PETROLEUM CORPORATION
(DEC)

Impact of Inflation

Since 1980, historical values of inventory, property, plant
and equipment, depreciation expense and gain or loss on
sales and abandonments of property, plant and equipment
were adjusted under the current cost method, in accordance
with an experimental project initiated by the FASB in
Statements No. 33 and 82. These adjustments reflected the
changes in the level of the specific price indices used since
the date the related properties were acquired. Under the Cur-
rent Cost method, no consideration was given to possible
replacement of assets using different types, different loca-
tions or improved technologies.

The FASB has decided that supplementary disclosures re-
flecting the current cost were not useful and therefore are no
longer required. The Company concurs with the change and
believes that if such disclosures had been made this year, no
meaningful material differences in income from continuing
operations or other financial statement classifications would
have resulted, based upon the relative stability in the U.S.
Consumer Price Index—Urban during recent years.

A capital intensive enterprise, such as an integrated oil
company, was required to adjust historical depreciation ex-
pense to a current cost depreciation expense, thereby de-
creasing net income under the cuirent cost method. How-
ever, the offsetting effect of the appreciation of assets was
not reflected, thereby distorting the presentation. As a result
of these adjustments for the periods 1981 through 1985, the
Company’s current cost results from operations were rela-
tively large negative amounts. Since current cost does not
take into account items such as management's operating

reasons for disposing of unprofitable or undervalued assets,

improving inventory management or whether major capital
assets will ultimately be replaced, the Company believes that
the current cost method should not be considered relevant for
assessing the Company’s results of operations, future earn-
ings or cash flows.

The Company uses the LIFO method of accounting for its
inventories. Under this method, the costs of products sold
reported in the financial statements approximates current
costs in years in which inventory layers are added and thus
reduces the distortion in reported income due to increasing
costs.

THE EASTERN COMPANY (DEC)

Impact of Inflation and Changing Prices

Inflation, while not quite as significant as in previous years,
continues to be a factor in our economy and the Company is
continually seeking ways to cope with its impact, to the extent
permitted by competition. The Company passes increased
costs on by increasing sales prices where possible. Approxi-
mately 1% of the increase in 1986 reported sales was due to
increased selling prices. In 1985, overall prices increased
3%.

The Company uses the LIFO method of accounting for its
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inventories. Under this method the cost of products reported
in the financial statements approximates current costs and
thus reduces distortion in reporting income due to increasing
costs.

The charges to operations for depreciation represent the
allocation of historical costs incurred over past years, and are
significantly less than if they were based on the current cost
of productive capacity being consumed. Provision for depre-
ciation is generally computed using accelerated methods.

Approximately 55% of the Company’s properties have
been acquired over the last six years and have a remaining
useful life, ranging from two years for equipment to thirty
years for buildings.

Assets acquired in prior years will be replaced at higher
costs, but this will take place over many years. While these
new assets will result in higher depreciation charges, in many
cases, there will be operating savings due to technological
improvements, improved efficiency and increased productiv-
ity. The Company considers these matters in setting its pric-
ing policies.

FEDERAL-MOGUL CORPORATION (DEC)

Inflation

In the United States, where the inflation rate has ranged
from two to five percent in each of the iast four years, sales
were $660 million or 70 percent of total sales. Although infla-
tion is not a significant factor domestically, the Company at-
tempts to recover inflationary costs by increasing sales prices
to the extent permitted by competition. Export sales from the
United States amounted to $76 million or eight percent of
total sales. In foreign countries where Federal-Mogul has
manufacturing facilities, the European weighted average in-
flation rate was three percent, while the inflation rates in
Mexico, Brazil and Argentina were each in excess of 80 per-
cent. International sales from the overseas locations
amounted to $206 million or 22 percent of total sales, includ-
ing $46 million of sales in Mexico, Brazil and Argentina.

The Company uses the LIFO method of accounting for the
majority of its inventories. Under this method, the cost of
products sold reported in the consolidated financial
statements approximates current costs and thus reduces the
distortion in reported earnings due to increasing costs. The
charges to operations for depreciation represent the alloca-
tion of historical costs incurred over past years and are less
than if they were based on the current cost of productive
capacity being consumed.

JLG INDUSTRIES, INC. (DEC)

Impact of Inflation

Worldwide infiation is an economic factor of which the
Company is cognizant in its operations. Inflationary increases
in production costs are generally passed on through in-
creased selling prices. During 1986, the Company actuaily
experienced deflation in its raw material costs. As a result of
this decrease, along with the relatively low rate of inflation in
1985 and the continued intensity of price competition, infla-
tion has had little effect on the Company’s net sales or in-
come from operations in recent years.

Additionally, the majority of inventory purchases are
charged to cost of sales on a last-in, first-out (LIFO) basis
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which approximates replacement cost and thus during in-
flationary periods, reduces distortion in reported income due
to increasing costs. During 1984, the Company’s inventory
quantities were reduced, resulting in a liquidation of certain
LIFO inventory layers carried at costs which were lower than
the cost of current purchases.

The Company’s investment in property, plant and equip-
ment is generally recent, with 49% of its gross value having
been acquired during the past five years. The charges to
operations for depreciation represent the allocation of histori-
cal costs incurred over the past years and are less than if they
were based on the current cost of productive capacity con-
sumed.

KRAFT, INC. (DEC)

Impact of Inflation

Despite the slowing of inflation in recent years, it continues
to have an effect on economies worldwide. In order to coun-
teract these effects, the company continues to take steps to
maintain its profits margins through implementation of cost-
reduction and productivity-improvement programs and timely
price increases within the constraints of highly competitive
markets. in addition, the company’s use of the LIFO method
of accounting for substantially all domestic inventories results
in reporting the costs of products sold at approximately cur-
rent cost. However, the charge for depreciation in the results
of operations does not reflect current cost. If the company’s
operations were restated to reflect higher depreciation
charges related to the current cost required to replace exist-
ing productive capacity and facilities, reported income would
not significantly decrease.

STANHOME INC. (DEC)

Inflation and Changing Prices

Although the Company’s operations are affected by gen-
eral economic trends, inflation and changing prices did not
have a material impact on 1986 and 1985 results compared
to prior years for operations in Europe and the United States.
Operations in Central and South America, particularly in
Brazil and Mexico, have experienced highly inflationary
economies with rapidly changing prices in local currencies.
These conditions, with the resulting adverse impact on local
economies, have made it difficult for operations in these loca-
tions to achieve adequate operating margins. The weakening
of the U.S. dollar versus European currencies has benefited
the Company’s European U.S. dollar results, but the weaken-
ing of the dollar versus Asian currencies has resulted in
higher costs of imported products. The strengthening of the
dollar versus Latin American currencies has resulted in lower
U.S. dollar results for that segment of the operation.

UNITED STATES TOBACCO COMPANY (DEC)

Inflation Related Information

The Financial Accounting Standards Board has made vol-
untary the disclosure requirements of SFAS No. 33, Financial
Reporting and Changing Prices. The concept of disclosing
inflationary effects on a business is sound. However, the use
of a universal format may not accurately reflect the impact of
inflation on an individual company. Accordingly, the Com-
pany has chosen not to present recalculated financial infor-
mation that attempts to measure the effects of inflation on
historical data. Instead, the following narrative provides use-
ful information on the methods employed by the Company to
mitigate the overall effects of inflation.

The financial statements presented in this annual report
were prepared under generally accepted accounting princi-
ples and do not attempt to measure the impact of inflation on
the results of operations or financial condition of the Com-
pany. Inflation has slowed in recent years, but continues to
affect both the economy and the Company. There are various
means available to the Company which serve to reduce the
detrimental effects of inflation. The Company has adjusted
selling prices over the years to maintain overall margins, has
employed inventory accounting methods that reflect current
costs in operating statements, and has planned asset re-
placements incorporating better technology to help improve
efficiencies in manufacturing operations.

A significant portion of costs of products sold is determined
using the LIFO method of inventory valuation which has the
effect of matching current costs with current sales. The LIFO
method is used for both financial reporting purposes in the
primary financial statements and for income tax purposes,
resulting in improved cash flow.

The Company replaces its fixed assets in the normal
course of business. Decisions are evaluated for efficiencies,
tax incentives, cash flow and rates of return on investment.
Although assets are usually replaced at a higher cost,
technological improvements often create operating efficien-
cies resulting in cost savings. Over the last several years the
Company has invested in new assets that are more efficient
than the assets being replaced.

Inflation erodes the general purchasing power of monetary
assets such as cash, marketable securities and receivables,
as these assets will purchase fewer goods and services over
time. However, inflation benefits the Company in relation to
monetary liabilities, as the payment of these obligations will
be made with less expensive dollars.

Current tax legislation does not allow deductions for the
effects of inflation. Accordingly, effective tax rates levied are,
in real terms, higher than established statutory rates. The Tax
Reform Act of 1986 includes provisions that will reduce the
effective tax rate of the Company. However, the act seems to
disregard the effects of inflation on the replacement of assets
by providing for longer useful lives, eliminating favorable cap-
ital gains treatment on disposals, and repealing the invest-
ment tax credit. The Company supports efforts to modify
these provisions.

Overall, the Company has reduced the impact of inflation
through good business judgments and the effective use of
accounting and tax practices, as evidenced by the significant
growth in pretax margins during the last three years.



BALANCE SHEET TITLE

Table 2-1 summarizes the tities used to describe the
statement of assets, liabilities and stockholders’ equity.

TABLE 2-1: BALANCE SHEET TITLE

1986 1985 1984 1983

Balance Sheet .............. 556 550 553 549
Statement of Financial Po-

Y 177o) U 33 37 35 39
Statement of Financial

Condition ..........c...... 1 13 12 12

Total Companies...........coucc.. 600 600 600 600

BALANCE SHEET FORMAT

Balance sheet formats include the account form, the report
form, and the financial position form. The account form
shows total assets on the left-hand side equal to the sum of
liabilities and stockholders’ equity on the right-hand side. The
report form shows a downward sequence of either total as-
sets minus total liabilities equal to stockholders’ equity or total
assets equal to total liabilities plus stockholders’ equity. The
financial position form, a variation of the report form, shows
noncurrent assets added to and noncurrent liabilities de-
ducted from working capital to arrive at a balance equal to
stockholders’ equity.

Table 2-2 summarizes the balance sheet formats used by
the survey companies. Since the early 1970’s, when most of
the survey companies presented an account form balance
sheet, there has been a steady increase in the number of
survey companies presenting a report form balance sheet.
The change from account to report form has been so perva-
sive that, as shown in Table 2-2, a majority of the survey
companies are currently presenting a report form balance
sheet.

TABLE 2-2: BALANCE SHEET FORMAT

1986 1985 1984 1983

Report form .................. 356 336 306 294
Account form................. 241 261 291 302
Financial position form ...... 3 3 3 4

Total Companies...........cc...... 600 600 600 600
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TABLE 2-3: CASH—BALANCE SHEET CAPTIONS

1986 1985 1984 1983

Cash .c.ccoevevineieninnennns 235 233 266 293
Cash and Equivalents ..... 117 106 89 86
Cash includes certificates of

deposit or time deposits . 47 55 60 59
Cash combined with market-

able securities ............ 201 206 185 162

Total Companies..........councn. 600 600 600 600
CASH

As shown in Table 2-3, many survey companies present
the balance sheet caption Cash but, in recent years, the
number of survey companies presenting such a balance
sheet caption has decreased materially. Of the 201 com-
panies showing a balance sheet caption combining cash and
marketable securities, 69 disclosed separate amounts either
parenthetically on the balance sheet or in a note to the finan-
cial statements. Examples of captions for cash and cash
items follow.

ANALOGIC CORPORATION (JUL)

1986 1985

Current assets:
Cash (including time deposits of
approximately $17,538,000
in 1986 and $40,554,000 in
$ 23,125,318 $ 40,849,949

Marketable securities, at cost

which approximates market .. 54,435,100 10,300,000
Accounts and nofes receivable,

net of allowance for doubtful

accounts (1986, $802,725;

1985, $559,540) ............. 33,401,187 27,918,960
Inventories ..........coeeeenenenn. 39,726,695 43,312,956
Prepaid expenses and other cur-

rent assets .........ocevininnnns 2,938,724 2,470,968
Total current assets .............. 153,627,024 124,852,833
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ANHEUSER-BUSCH COMPANIES, INC. (DEC)

Current Assets:

Cash and marketable securities (marketable
securities of $13.2 in 1986 and $119.9
in 1985 at cost, which approximates
MArket) ....ovenieiieiiiieeeeans

Accounts and notes receivable, less allow-
ance for doubtful accounts of $3.4 in
1986 and $3.1 in 1985 ..................

Inventories—

Raw materials and supplies...............
Work in process .........ccccevveuinennnnn.
Finished goods ............c...ccuevvnneens.
Total inventories...........cccovvvennnnns
Other current assets..............ccceeven.e..

Total current assets ..............cceeeeennnn.

CMI CORPORATION (DEC)

Current Assets
Cash, including certificates of deposits of
$675 in 1986 and $2,675 in 1985 .....
Receivables, less allowance for doubtful ac-
counts of $406 in 1986 and $952 in

Inventories
Finished equipment ........................
Work in process ........cccveeueninnnnen..
Raw materials and parts..................

Other current assets...........ccceevvinvnnnns
Total Current Assets........cccoevvvenenennnn.

COMPUGRAPHIC CORPORATION (DEC)

Current assets:
Cash, including interest-bearing deposits of

1986 1985
($ millions)

$ 69.4 $169.6
373.0 301.7
294.2 225.4
84.6 73.5
49.0 38.8
427.8 337.7
105.4 156.5
1,020.6 965.5
1986 1985

($000)
$ 1,442 $ 3,468
20,579 20,252
5,759 10,864
7,424 10,562
28,209 31,351
41,392 52,777
920 312
64,333 76,809
1986 1985

($000)

$20,789 in 1986 and $18,227 in 1985 $ 24,082 $ 18,625

Marketable securities, at cost which ap-
proximates market .............c.c..eeen.ns
Accounts receivable, less allowances of
$1,139 in 1986 and $2,230 in 1985...
Notes receivable..........ccccvevueniinennenes
Current investment in sales-type leases, net
Inventories
Finished goods .............ccccvnennnn.n..
Work-in-process ............cccevenenennn.
-Purchased parts.................cooennne.
Total inventories.........cccovveneninnnnene
Prepaid expenses and advances ............

Total current GSSets ..........eeeeeueneeennnss

1,939

38,461
14,000
24,840

29,309
12,197
32,353
73,859
6,014
183,195

3,572

51,339
14,000
20,092

29,248
17,757
37,567
84,572
5,278
197,478

ADOLPH COORS COMPANY (DEC)

1986 1985
(In thousands)
Current assets:
Cash, including short-term interest bearing in-
vestments of $127,724 in 1986 and

$125,927in 1985 ...coeeiiiiiiiiieeenn, $150,464 $166,131

Accounts and notes receivable ................. 99,560 90,698
Inventories:

Finished.......occoeviiiniiniiiiiininn.. 18,464 14,927

In Process .....cccveneninineeininnaninnnn. 31,037 26,738

Raw materials..........ccccoveveinnnnnn.. 68,409 70,296

Packaging materials ..........c.c.ocuuee.n. 38,632 30,989

156,542 142,950

Prepaid expenses and other assets......... 61,255 51,567

Accumulated income tax prepayments...... 5,216 3,238

Total current assets ............c.c..nee... 473,037 454,584

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (In Part):

Short-term interest bearing investments: Short-term inter-
est bearing investments consist of certificates of deposit and
other income producing securities of less than one-year
maturity. These investments are readily convertible to cash,
and are stated at cost which approximates market.

DENNISON MANUFACTURING COMPANY (DEC)

1986 1985
(in thousands)
Current Assets:
Cash and marketable securities .............

Trade accounts receivable, less allowance
of $3,445 ($3,076 in 1985) for doubtful

$ 46,895 $ 58,807

ACCOUNTS .o.oveieenininenenin i 118,360 109,160
Inventories:

Finished products ...........cccoveuennenee. 42,308 42,439

IN ProCess ...o.vveeueeeneneininenennanennne. 28,363 28,223

Raw materials and supplies............... 27,87 28,617

Total inventories............covveuenennene. 98,542 99,279
Prepaid expenses and other current assets 15,564 13,832
Total Current Assets........cccevvvveninnnnn. 279,361 281,078

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note A (In Part): Summary of Significant Accounting Poli-
cies
Marketable Securities

These assets are carried at cost which approximates
market. Cash and marketable securities include investments
in tax-exempt securities, certificates of deposit, and commer-
cial paper of $40,194,000 and $53,446,000 in 1986 and
1985, respectively.
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THE FLUOROCARBON COMPANY (JAN)

1987 1986
(in thousands)
Current assets:
Cash and cash equivalents (Note 1) ........

Accounts receivable, less allowance for
doubtful accounts of $556 in 1987 and

$ 8,406 $13,259

$4760n 1986.....ccuvneninenieninnennns 13,282 15,351
Current portion notes receivable ............ 3,875 736
INVENIOTIES o.vvveeineninieieiniiniiainns 12,464 11,879
Income taxes receivable ..................... 452 —
Prepaid expenses and other assets......... 1,330 950
Total current assets ..........c.ceeuvinennense 39,809 42,175

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Summary of Significant Accounting Policies
Cash and Cash Equivalents

The Company’s policy is to invest cash in excess of operat-
ing requirements, arising primarily from the proceeds of the
subordinated debt offering, in income producing investments.
Temporary cash investments of $6,944,000 at January 31,
1987, and $18,000,000 at January 31, 1986, include money
market and commercial paper amounts stated at cost, which
approximates market. Included in selling, general and admin-
istrative costs is interest and dividend income from temporary
investments of $846,000 in fiscal 1987, $58,000 in fiscal
1986, and $13,000 for fiscal 1985.

MANVILLE CORPORATION (DEC)

1986 1985
($000)
Current Assets
Cash (including time deposits of $3,799 in
1986, $2,846 in 1985) (Note 3)........
Marketable securities, at cost (approxi-

$ 7,957 $ 6,588

mates market .........oceeieiiiinninennnns 436,716 313,762
Receivables (net of allowances of $10,288

in 1986, $11,131 in 1985)

Trade «oveeneneniniiieeieee s 253,334 257,853

(0] 11 SRR 38,190 55,959
INVENTOFIeS ...vivviieninieeiieneieineneas 153,202 153,383
Prepaid expenses...........ccccevvenennnnnn.. 24,278 29,498

Total Current Assets............cccevuenen. 913,677 817,043

Note 3: Cash and Marketable Securities

In connection with the Chapter 11 proceedings the Com-
pany has placed certain funds in escrowed accounts and
segregated other amounts on the books and records of the
Company. These funds totalled approximately $278,379,000
and $222,358,000 at December 31, 1986 and 1985, respec-
tively.
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MET-PRO CORPORATION (JAN)

1987 1986

Current assets:
Cash and short-term investments—
Note 3 rneniniiiiieiiieeiienenenes $ 2,286,298 $ 1,739,807
Accounts receivable, net of allow-
ance for doubtful accounts of ap-
proximately $17,000 and

$22,000, respectively ............ 4,313,633 3,634,492
INVENTOFIES .vuvvenernineniininianenes 6,076,190 6,411,893
Prepaid and refundable income taxes 43,922 216,318
Prepaid expenses, deposits and

other current assets............... 86,918 263,996
Total current assets .................. 12,806,961 12,266,506

NOTES TO FINANCIAL STATEMENTS

3. Cash and Short-Term Investments

Short-term investments at January 31, 1987 and 1986
were valued at cost (approximating market) and amounted to
approximately $2,016,914 and $1,329,000, respectively.
Short-term investments consist principally of commercial
paper and certificates of deposit.

At January 31, 1987 and 1986, cash in the amount of
$150,795 and $130,787, respectively, was in a bank account
restricted for the payment of principal and interest with re-
spect to the Industrial Revenue Bonds (see Note 6) due on
February 1 of the following fiscal year.

THE PENN TRAFFIC COMPANY (JAN)

1987 1986
(in thousands)
Current Assets:

Cash and short-term investments (Note 2). $ 9,123 $ 5,227
Accounts and notes receivable (less allow-
ance for doubtful accounts of $191,000
and $90,000, respectively) .............. 8,929 8,460
Inventories .......o.oveevvienniieneeiennnennns 32,859 26,533
Prepaid expenses..........oecvevveeneninnnnn. 1,512 703
52,423 40,923

Note 2: Cash and Short-term Investments
Cash and short-term investments consisted of the follow-
ing:
Jan. 31, 1987 Feb. 1, 1986
(in thousands)

Cash on hand and demand deposits.... $ 554  $1,809
Temporary cash investments ........... 8,569 3,418
$9,123  $5,227

Short-term investments are stated at cost which approxi-
mates market value.

The Company does not maintain any significant formal or
informal compensating balance arrangements with financial
institutions.
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THE PERKIN-ELMER CORPORATION (JUL)

1986 1985
($000)
Current Assets
Cash and short-term investments ......... $ 188,252 $114,444

Accounts receivable, less allowance for
doubtful accounts of $3,323 ($2,379-

1985) e 356,705 306,889
Inventories, at lower of cost or market .. 429,184 384,418
Prepaid expenses and other current assets 58,745 40,638
Total current assets ........................ 1,032,886 846,389

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS
Note 1 (In Part): Accounting Policies and Practices

Cash, Short-term Investments, and Marketable Securities.
Time deposits included in cash at July 31, 1986 and 1985
were $66,109,000 and $59,052,000, respectively. Short-term
investments (1986-$29,078,000; 1985-$26,586,000) and
marketable securities are recorded at cost which approxi-
mates market.

TANDY CORPORATION (JUN)

1986 1985
(in thousands)
Current assets:

Cash and short-term investments ....... $ 273,634 $§ 83,150
Accounts and notes receivable, less al-

lowance for doubtful accounts........ 116,166 98,429
Inventories ........coeevveevieeneeneenenss 982,881 1,026,879
Other current assets...................... 46,681 56,795
Total current assets ..........ccevvvnenens 1,419,362 1,265,253

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Current Assets (In Part)

Cash and short-term investments were $273,634,000 at
June 30, 1986 compared to $83,150,000 at June 30, 1985.
Included in cash and short-term investments at June 30,
1986 was $100,044,000 to be used for payment of the subor-
dinated debentures called for redemption on <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>