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PREFACE
|

Accounting Trends & Techniques—1978, Thirty-second 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 25, 1977 and January 31, 1978.

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 follow-
ing paragraph) to additional illustrations of an accounting technique may be requested from the American
Institute of Certified Public Accountants.

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. 413 of the
companies were listed in the twenty-first (1967) edition and each retained the number assigned in that
edition. The other 187 companies in the 1967 edition have been eliminated, principally because of mergers
and other acquisitions. Their numbers have not been reused; instead, numbers 601 through 833 have been
assigned to their replacements. The 600 companies in the current edition are listed in the Company
Appendix Section both alphabetically and by their identification number.

The Technical Information Division of the American Institute of Certified Public Accountants also
produces Financial Report Surveys, a series of publications expanding on some of the data included in
Accounting Trends & Techniques. These publications present illustrations of special aspects of financial
statement presentation which are of current interest.

Special acknowledgement is due to James D. Blum, CPA; J. Richard Chaplin, CPA; Gregory Frydman,
CPA; William A. Godla, CPA; Phyllis C. Johnson, CPA; Kevin J. McGrath; Joseph M. Nestor, CPA; and
John G. Pate, Jr., CPA for their assistance in the analysis of the financial reports and preparation of the
manuscript.

George Dick, Director, Technical Information Division
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
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TABLE 1-1: INDUSTRY CLASSIFICATIONS

Foods:
Meat products ...........
Dairy products ...........
Canning,, efc. ...........
Packaged and bulk ......
Baking .........c..ceeeni.
Sugar, confections, etc..
Beverages ...................
Tobacco products ............
Textiles ...ovevvviiiinnnnn,
Paper products...............
Printing, publishing..........
Chemicals ....................
Drugs, cosmetics, etc. .....
Petroleum ...................
Rubber products, efc. ......
Shoes - manufacturing, mer-
chandising, etc. .........
Building:
Cement ........c.oe.nee.
Roofing, wallboard ......
Heating, plumbing .......
Other ......coveveninnen.e.

Metal fabricating ............
Machinery, equipment and
supplies...........ccu..e.
Electrical equipment,
appliances ...............
Electrical, electronic
equipment ...............
Business equipment and
supplies....c.....ceevinin
Containers - metal, glass,
eft. s
Autos and trucks (including
parts, accessories) ......
Aircraft and equipment,
aerospace ................
Railway equipment, ship-
building, efc..............
Controls, instruments, medi-
cal equipment, watches
and clocks, etc...........
Merchandising:
Department stores .......
Mail order stores, vari-
ety stores ............
Grocery stores ...........
Other .....ooevenvenennnnes
Motion pictures,
broadcasting .............
Widely diversified, or not
otherwise classified .....

Total Companies ..................
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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 that cannot
logically be included with a discussion of one of the custom-
ary financial statements.

COMPANIES SELECTED FOR SURVEY

Practically all 600 companies included in the survey are
registered with the Securities and Exchange Commission
and are reported in either Moody’s Industrial Manual or
Moody’s OTC Industrial Manual. Ninety percent of the survey
companies have securities traded on one of the major stock
exchanges—75% on the New York and 15% on the Ameri-
can. 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

1977 1976 1975 1974

Less than $100,000,000 ... 101 106 101 93
Between $100,000,000 and

$500,000,000 .......... 153 159 178 199
Between $500,000,000 and

$1,000,000,000 ....... 96 97 98 89
Between $1,000,000,000

and $2,000,000,000 ... 110 113 102 114
More than $2,000,000,000 140 125 121 105
Total Companies .................. 600 600 600 600




2 Section 1: General

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

Rule 14c-3 of the Securities Exchange Act of 1934
specifies that annual reports furnished to stockholders in
connection with the annual meeting of stockholders include
the following information:

. “certified” comparative financial statements

. a 5 year summary of operations

. a management’s analysis of the summary of operations
. a brief description of the company’s business

a 5 year line of business breakdown

. identification of the company’s directors and executive of-
ficers and their principal occupation.

. a statement of the market price range and dividends paid
on voting securities for each quarterly period during the
past 2 fiscal years.

N onpwN=

In order to make the Securities and Exchange Commission
reporting requirements similar to those set forth by the Finan-
cial Accounting Standards Board in Statement of Financial
Accounting Standards No. 14, the SEC issued Regulation
S-K which requires a presentation of business segment in-
formation rather than line of business information.

Examples of items 2, 3, 4, and 7 follow. Examples of busi-
ness segment disclosures are presented on pages 16-41.

Five Year Summary of Operations

BIRD & SON, INC. (DEC)

Five Year Comparative Record
Summary of Earnings

1977
Net sales:
Building materials.............coooiiiiiiiiiie, $209,414
Paperboard products..........c.ccooiiiiiiiiiiiiiee, 13,147
MaChinery ...c.oniieiiiiiiii e eas 54,237
276,798
Cost Of SAIBS ...neuieeeeeiee e 210,468
Selling, general and administrative expenses................. 29,448
Royalty income........ccovveieiiiiiiiiie e (1,066)
Earnings before income taxes:
Building materials............cocoviiiiiiiiiiiiiinnns 24,139
Paperboard products....................... e 404
Machinery ..o 13,405
Operating profit........c.coeiiiiiiirriiiir e 37,948
Interest EXPense .........vuvveiiiiieiiiienieneeeirieeiaenaaas (460)
Interest iNCOME ........ovveiiiiiiiiiiii e ceeeeneees 105
Cooperative office expense ...........cceoveveerieninninienens. (4,256)
33,337
INCOME FAXES .. euvnriiiiie e 16,595
Net earnings ........o.ovveieiiiiiiai i $ 16,742
Assets used in the business:
Building materials ...........cooooiiiiiiiiiii $ 76,729
Paperboard products..........c.ccoeeiiiiiiiiiiinnnn 8,836
Machinery ........cooiiiiiiiiiiiiii e 40171
Corporate aSSetS .......ocuvuenieineniiiiieniiieenenees 10,727
$136,463

1976

$176,801
13,838
45,562
236,201
175,209
26,156
(1,155)

23,951
1,105
10,935
35,991
(331)
253
(3,864)
32,049
16,043

$ 16,006

$ 64,908
7,989
36,205
11,114

$120,216

1975
($000)

$134,827
13,150
43,420
191,397
132,665
20,703
(691)

27,876
1,776
9,068

38,720

(92)
467

(3,265)

35,830

17,693

$ 18,137

$ 47,662
8,000
33,628
19,518

$108,808

1974

$128,174
15,152
30,857
174,183
125,218
18,682
(486)

23,084
1,980
5,705

30,769

(96)
405

(2,964)

28,114

13,700

$ 14,414

$ 44,713
7,939
27,086
15,190

$ 94,928

1973

$103,794
11,349
21,651
136,794

99,352
16,619
(403)

17,494
429
3,303
21,226
(98)

477
(2,500)
19,105
9,493

$ 9,612

$ 37,614
7,048
18,676
13,079

$ 76,417



Information Required By SEC Regulations 3

CONGOLEUM CORPORATION (DEC)

Summary of Operations

The following is a summary of consolidated operations of
Congoleum Corporation for the five years ended December
31, 1977. This summary of operations should be read in con-
junction with the consolidated financial statements and the
related notes included elsewhere in this report.

(Dollars in thousands except per share data) 1973 19741 1975 1976 19772
Net SAlES ...evneenieeiiiee e $238,483 $244,287 $272,000 $284,735 $375,466
ROYQIIES ..ovvvnivnieiiieiiiii s 3,948 5,550 6,983 10,080 13,163
Total REVENUES. ... c.vvneeneitiinieiiiieererieeiereereneenns $242,431 $249,937 $278,983 $294,815 $388,629
Cost Of SAlES ...ovveneiniiiitiiiiieee e e 172,756 209,333 219,182 224,028 285,770
Operating EXPenses.........cveivenierienreneneeenennenenes 30,503 31,395 34,40 38,805 55,023
0perating INCOME .....vvuvenreienrinnrneenneneeneneennenes $ 39,352 $ 9,209 $ 25,360 $ 32,982 $ 47,836
Interest EXPense .......c.ouuveniniininninineeneuenrerenernens $ 3,458 $ 6,345 $ 5,192 $ 2,064 $ 1,734
INCOME TAXES ..evnenenirnieeeneieieeeeeeeee e eeieeneanennens $ 17,810 $ 3,531 $ 11,985 $ 17,400 $ 24,900
Income from Continuing Operations .............cccceevueennen. $ 20,573 $ 4,146 $ 13,354 $ 17,339 $ 24,740
Income (Loss) from Discontinued Operations .................. 1,616 (3,618) (3,796) (19,500) —
Patent Infringement Seftlement............c.coiiiiiiiinaie — — — 17,885 —
Net Income Applicable to Common Stock .................. $ 22,189 $ 528 $ 9,558 $ 15,724 $ 24,740
Per Share®
Income from Continuing Operations ..............cocouvenes $2.62 $0.54 $1.74 $2.25 $3.20
Income (Loss) from Discontinued Operations .............. 0.21 (0.47) (0.49) (2.53) —
Patent Infringement Seftlement ................ccoeeeienis — — — 2.32 —
NEt INCOME o eieineieiriieiieteet e er e eneenianenenens $2.83 $0.07 $1.25 $2.04 $3.20
Dividends Declared Per Share of Common Stock ............. $0.30 $0.40 $0.40 $0.50 $0.60
Average Common and Common Equivalent Shares Outstand-
11+ I PPN 7,839,309 7,683,317 7,671,772 7,699,485 7,731,953

Notes to Summary of Operations
Tinventories

As of January 1, 1974, the Company adopted the LIFO method of determining cost for certain inventories. This change had the effect of reducing net
income for 1974 by $2,528,000 ($.33 per share) below that which would have been reported using the Company’s previous inventory valuation
method.
2Acquisition

The Company, through its subsidiary CN Corporation, acquired Curtis Noll Corporation, as of October 31, 1977. The acquisition was accounted for as
a purchase and the results of operations of Curtis Noll Corporation after October 31, 1977, were consolidated with the Company.
3Calculation of Income per Share

Income per share has been computed based on the average number of shares of common stock (after deducting treasury shares) and common stock
equivalents outstanding during the years. See Exhibit | for the computations of average number of shares of common stock and common stock
equivalents during the years.



FIRST NATIONAL STORES INC. (MAR)

Five Year Summary of Operations
(in thousands)

Costs and expenses:
Cost of sales, warehousing, transportation and store oc-
CUPQANCY BXPENSES «.evenernrnenenenreneneenennnaresenss
Direct selling, advertising, general and administrative
EXPENSES ..oeneinininneenernenietneeneaneeeenenaaenaens
Depreciation and amortization............ccccvennennennee.
Estimated changes (credits) related to store closings.....

Operating income (10SS) .......c.ccveviniiiiniiiiiniiineneennnes
Other income (expense):
Interest INCOME .....c.vuviiiiiiiiiiiieiicieeen e,
Interest @Xpense .........coveviiiiiiiiiiiiiniii e,
Other, Net ......cinii e

Income (loss) from continuing operations before income taxes
Federal and state income faxes ...........cooevnviniiinnnnn.

Income (loss) from continuing operations......................
Loss from discontinued operations, less applicable tax effect

Income (loss) before extraordinary items and before cumula-
tive effect of change in accounting .................ceeeee.
Extraordinary items............oooiiiiiiiiii e
Cumulative effect on prior years (ta March 31, 1973) of
change in method of accounting for costs related to store
closings less $1,158 tax effect ........ccoeeiiiiiiiinnenns
Net income (10SS) «.oueuvirineineiiiieiieieiierieeieeerieenans
Retained earnings at beginning of year, as restated.........
Dividends declared ................cocviiiiiiiiiiiii

Retained earnings at end of year ............c.c.cceeuvininnen.

Per share of common stock:
Income (loss) from continuing operations..............
Loss from discontinued operations .....................

Income (loss) before extraordinary items and cumulative ef-
fect of change in accounting............cccoevieniniinianen.
Extraordinary items............ooiiiiiiiiiiiiae
Cumulative effect of change in method of accounting for

store closings .........ocoviiiiiiiiiii e

Net inCome (10SS) +vvvevrrviniiiiierirriiieeireriienneanen
Shares outstanding for purposes of computing earnings per

Cash dividends declared per share............c.ccoeeveiinnn.

Pro forma amounts assuming the change in method of ac-
counting for costs related to store closings had been
applied retroactively:

Loss from continuing operations............oevuvueninennnns
Per share of common stock..............ccovuviiinenent
Loss before extraordinary items...........................
Per share of common stock.............coeuveiiienins
Net 1055 . c.veeneniie et
Per share of common stock...........cccoeevenveninins

Section 1: General

March 26,
1977

$ 992,635

829,125

160,314
8,145
(370)

997,214
(4,579)

788
(327)
144

605
(3,974)

(3,974)

(3,974)

(3,974)
47,245
(1,131)
$ 42,140

$  (3.50)

(3.50)

$  (3.50)

1,136,914
$ 1.00

Fiscal year ended

March 27,
1976

$ 974,086

819,723

150,802
7,450
(1,173)
976,802
(2,716)

1,367
(395)
242

1.214
(1,502)

(1,502)

(1,502)

(1,502)
49,877
(1,130)
$ 47,245

$ (.32

(1.32)

$ (.32

1,136,632
$ 1.00

March 29,
1975

$ 934,803

790,220

134,055
6,731
(449)

930,557
4,246

2,487
(933)
199
1,753
5,999
1,820
4,179

4,179
1,595

5,774
45,010
(907)

$ 49,877

$ 3.35

3.35
1.28

$ 4.63

1,246,315
$ 75

March 30,
1974

$ 859,598

735,148

123,773
6,622
8,560

874,130

(14,505)

2,107
(1,242)
108

973
(13,532)

(13,532)

(13,532)
572

(1,964)

(14,924)
59,934

$ 45,010

$  (9.86)

(9.86)
4

(1.43)
$ (10.88)

1,372,197

$ (13,532)
(9.86)
(13,532)
(9.86)
(12,960)
(9.45)

March 31,
1973

(53 Weeks)
$ 849,316

717,737

124,509
6,852

849,098
218

785
(856)
514
443
661
100
561
(301)

260
(225)

35
59,899

$ 59,934

$ 4
(.22)

19
(.16)

$ .03

1,372,274

$ (227)
(17)
(438)
(.32)
(618)
(.45)
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NABISCO, INC. (DEC)

Summary of Operations )
(In millions except per share data)

Operating iNCOME ... ..c.cuuiuiiniiiiiiiiiiiirerei et eeeaeneaees
Miscellaneous expense (income), net............ccovevenieeieiinininiennnnne.
Interest eXPense .......ccoiiii it e
Income from continuing operations before income taxes ...................
INCOME FAXES . .\ eee ittt e e e

Income from continuing operations...............cceeeerveneneinenniiiinnnanne

Discontinued line of business

Loss from Operations(2) ........cccoeeeiuiieinieneeiieneeneieenenninennenens
LosS 0N diSPOSAL3) .. vvvnenininitiriieniiiiiee e aeas

NEt NCOME ¢ ettt e r et e eeneeeeean s eeeneneneneneens

Per share .

Income from continuing operations.............cccuuveeniiiiecuiieneennns
Loss from discontinued line of business...............c.coeiviiiiieeinen.

Nt INCOME ..ottt et et e et ereeraseaeeneesenenenes

Dividends declared per share...........c..oooiiiiiviiiiiiiiiiiieens
Average shares outstanding ...........ccccoeviiiniiiiiiiiiinee

1977 1976 1975 1974 1973
..... $2,073.3  $1,973.9  $1,904.9 $1,728.8  $1,394.7
..... 1,354.0 1,294.0 1,291.5 1,227.1 943.6
..... 505.0 485.6 438.9 382.9 347.6
..... 214.3 194.3 174.5 118.8 103.5
..... 28.8 (5.3 3.4 (9.3 (6.8)
..... 19.2 22.7 28.2 30.4 17.0
..... 166.3 176.9 142.9 97.7 93.3
..... 62.4 94.7 79.2 49.5 47.0
..... 103.9 82.2 63.7 48.2 46.3
..... (2.2) (5.2 4.7 (2.7 (2.3)
..... (23.7) — — — —

..... $ 780 $ 770 $ 590 $ 455 $ 440

..... $ 647 $ 514 $ 399 $ 303 $ 289
..... (1.61)4 (.32) (.29) (.17) (.14)
..... $ 48 $ 482 $ 370 $ 28 $ 275

..... $ 252 $ 240 $ 230 $ 230 $ 230
..... 16.05 15.98 15.96 15.96 15.98

(mAmounts for the years prior to 1977 have been restated for the discontinued line of business.
@Net of income tax credits of $2.8, $4.4, $3.6, $2.3 and $2.0 for the years 1977 to 1973, respectively.

3Net of income tax credit of $22.6.
@lncludes loss on disposal of $1.48 per share.

Management’s Analysis of Summary
of Operations

ANCHOR HOCKING CORPORATION (DEC)

MANAGEMENT DISCUSSION AND ANALYSIS

The following is a discussion of significant issues affecting
Anchor Hocking's performance for the past five years as
shown in the Operations Section of the Ten-Year Summary.
Additional information on the conpany’s operations is in-
cluded on page 24 of this report. Financial data attributable to
the business segments of the company are set forth in Note 9
to the consolidated financial statements.

Net Sales

Consolidated sales of $641 million in 1977 increased
slightly over 1976 despite the discontinuance of certain oper-
ations and product lines which affected the year-to-year
comparison by approximately $27 million.

Within the overall consumer and industrial products group,
the 1977 sales growth of the household products segment
was adversely affected by the severe energy and weather-
related disruptions early in the year and by the mid-year
industry-wide softness in the glass tableware market. Other
consumer and industrial products, and the hardware pro-
ducts segment (Amerock), experienced good sales growth in
1977 which resulted partially from the continued strength of
the residential housing market.

Total 1977 sales of the packaging products segment were
lower than the prior year due mainly to the sale of the two
glass container plants which distorts the sales comparison for
the two years. For continuing operations, packaging products
sales increased approximately 5% over 1976.

However, sales growth was lower than expected due to the
decreased demand caused by lower sales of coffee proces-
sors, a four-month strike at a major baby food company, and
reduced volume in other customer markets. Delays and prob-
lems experienced in completing two major glass container
expansion programs also adversely affected sales volume for
certain products.

Consolidated sales for 1976 of $629 million increased 27%
over 1975 with all operating units contributing to the increase.
Increased shipments, higher prices for most products, and
the inclusion of the hardware products segment (Amerock)
for a full year were significant factors in the increase over
1975. The continuing increases in consolidated sales from
1973 to 1975 resulted from good growth in both the house-
hold and packaging products segments. Amerock Corpora-
tion, acquired effective September 28, 1975, contributed
$16.5 million to consolidated sales in 1975.
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Cost of Products Sold

As a percent of net sales, cost of products sold increased
from 80.5% in 1973 to 83.0% in 1974 and then declined to
82.7% in 1975 and to 80.9% in 1976. Cost of products sold
for 1974 increasd 2.8% as a result of the change to the LIFO
method of inventory valuation for glass products. The percen-
tage improvements in 1975 and 1976 principally reflected an
increase in overall capacity utilization, increases in sales
prices and volume, higher productivity, the inclusion of
Amerock for a full year in 1976, and the improved effective-
ness of cost reduction programs. These overall improve-
ments were partially offset by increases in the cost of energy
and raw materials, the increase in wages and fringe benefits
under union contractual agreements and higher levels of
maintenance and repair expenses.

For 1977, the percentage relationship increased to 82.1%
due to several factors. Within the household products seg-
ment, the severe weather and restricted energy usage early
in the year in the consumer products operations led to inven-
tory imbalances, shorter production runs and manufacturing
inefficiencies which were not overcome until late in the year.
Operations of the packaging products group were adversely
affected by increased labor and material costs not fully offset
by price and productivity increases, an industry-wide strike by
mold makers, heavy start-up costs for plant modernization
projects, reduced demand caused by the lower sales volume
of certain customers, an unfavorable change in sales mix in
closure products during most of the year, and increased de-
velopment and production costs related to the ALPHA prog-
ram for institutional feeding.

Selling and Administrative Expenses

Selling and administrative expenses as a percent of net
sales declined from 9.7% in 1973 t0 9.1% in 1975 and 1976,
and increased to 9.7% in 1977. The relationship in 1977 was
affected by the relatively lower sales volume resulting from
the plant disposals. Throughout the period, absolute dollars
have increased due to expanded operations, including the
acquisition of Amerock, and inflationary pressures, particu-
larly to employee salaries and benefits.

Interest Expense

Interest expense increased in 1975 due mainly to the is-
suance of notes payable to The Stanley Works in connection
with the Amerock acquisition. Interest expense increased
further in 1976 and 1977 due principally to the one-half year’s
interest expense in 1976 and the full year’s interest expense
in 1977 on the $45 million of 8%% Sinking Fund Debentures
issued in July, 1976.

Provision for Income Taxes

The consolidated effective tax rate declined during the
period from 47.6% in 1973 to 40.9% in 1977. This decrease
principally reflects the significant increases in investment tax
credits, particularly in 1975 through 1977.

Net Income

Reflecting the combined effects of the above factors, net
income declined from $18.7 million in 1973 to $16.3 in 1974
and then increased annually, reaching a level of $30.1 million
in 1977. The comparison of 1976 and 1977 was affected by a
net gain of $2.4 million, or $.36 per share, realized in 1977
from the sales of two glass container plants, less the write-off
of an investment in a foreign glass container business. The
favorable impact of this gain was partially offset by an in-

crease in foreign currency translation losses of approximately
$.16 per share.

Correspondingly, net income for 1976 was reduced by $4.0
million, or $.59 per share, as a result of the provision for the
phase out of the Los Angeles glass container plant.

CHICAGO PNEUMATIC TOOL COMPANY (DEC)

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
THE STATEMENT OF CURRENT AND RETAINED EARN-
INGS.

1977 vs. 1976

Net sales, a record $302,045,000 for 1977 increased
$30,166,000 or 11% of 1976. Compared to 1976, all operat-
ing segments posted sales gains: Tool $10,581,000 or 12%;
Components $10,291,000 or 17%; Instruments and Controls
$6,045,000 or 31%; and Equipment $3,249,000 or 3%. Sales
were particularly strong domestically reflecting the general
upturn in the major markets, the effects of the introduction of
new products accompanied by overall increases in selling
prices. The Equipment group reflects a 3% increase even
though the level of shipments was interrupted when its large
plant, located in Franklin, Pennsylvania, was struck on May
2, 1977 by the International Association of Machinists after
the expiration of the labor agreement on May 1. The strike
was Settled on August 17, 1977. Overseas sales were im-
pacted by labor troubles in the form of strike and “go-slow”
actions in tool and equipment plants in Scotland and de-
pressed economic conditions and price competition in many
major markets. The labor troubles were a protest by the work
force against the local effects of the U.K. government’s na-
tional “voluntary” wage guidelines. The slowdown has ended
and local negotiations have been concluded.

Other income increased by $992,000 primarily as a result
of a gain on the sale of the lease of certain office facilities in
the United Kingdom and income from unconsolidated af-
filiates.

Cost of products sold increased by $29,163,000 or 15% to
$217,826,000. Costs increased at a greater rate than sales
primarily due to the strike at the Franklin plant and labor
related problems in Scotland within the Equipment group.
Margins were affected by price competition and uncertain
economic conditions overseas. Also affecting the Equipment
group were start-up costs related to new facilities and a
write-off of inventory and other assets related to certain com-
pressor lines; and a lower proportion of higher margin spare
parts sales domestically. During the first six months, addi-
tional costs associated with the introduction of certain new
products and a low level of productivity at the Franklin,
Pennsylvania plant are currently being realized. Factors
within the Tool group were higher costs for foreign sourced
products primarily resulting from the fluctuation in the
Japanese yen and higher costs associated with adjustments
in the rate of production necessary to meet the high demand,
and also the labor problems in Scotland. The Instruments
and Controls group experienced higher costs associated with
the introduction of a new series of temperature recording
devices.

Selling, administrative and general expenses increased by
$3,357,000 or 6% to $58,563,000 but decreased slightly as a
percent of sales. This was primarily due to increased sales,
offset by the savings realized from reductions in administra-
tive staff carried out in 1976 and 1977.



Information Required By SEC Regulations 7

Depreciation increased as a result of the higher level of
capital spending during 1977.

Interest expense increased by $1,686,000 to $3,882,000
due to increases of $4,575,000 in short term borrowings and
$15,289,000 in long term borrowings. These borrowings
were used primarily for capital expenditures and acquisitions.

Other expense increased to $900,000 primarily due to a
write-off of an investment related to certain compressor lines.

Earnings before taxes decreased $3,984,000. The operat-
ing profit (earnings before taxes, interest and corporate ex-
penses) of three of the company’s four segments reflected
increases: Tool $1,073,000 or 17%; Components $4,850,000
or 38%; and Instruments and Controls $1,172,000 or 29%.
The Equipment group, reflecting the effects of the strike and
the problems discussed above, operated at a loss which rep-
resents an unfavorable swing of $10,866,000 from the prior
year. The earnings reflect the unfavorable impact of the trans-
lation of foreign currencies, although to a lesser extent than in
1976, primarily because of the relative stability of the Mexi-
can peso and for most of 1977, the pound sterling and Cana-
dian dollar. The unfavorable earnings effect in 1977 wouid
have been less had the strengthening of the pound sterling
not occurred towards the end of the fourth quarter. Despite
this improvement, the company’s major overseas operations
continued to be adversely affected by the labor problems,
severe price competition and uncertain economic conditions
mentioned above.

U.S. and foreign income taxes provided represent an ef-
fective rate of 58% and 59% for 1977 and 1976 respectively.
The provision for income taxes varies from the U.S. federal
statutory rate primarily due to the effect of the translation of
foreign currency financial statements and foreign income
which is taxed at a higher rate than in the U.S.

Net earnings of $7,188,000 decreased $4,052,000 or 36%
from 1976. The 1976 amount includes an extraordinary gain
of $2,800,000 from the sale of a subsidiary.

Foreign currency. Translation of foreign currency financial
statements, except for the effect on earnings of inventory
cost of products sold, and other accounts translated at his-
toric rates, resulted in a charge to earnings of $1,900,000
($.34 per share) in 1977 and a credit to earnings of
$1,300,000 ($.24 per share) in 1976.

Because inventories are translated at the rate in effect at
the time of acquisition, a significant unfavorable effect is rec-
ognized on the subsequent sale of inventories which were
acquired prior to devaluations. During 1977, the company
recognized approximately $900,000 ($.16 per share) of costs
at balance sheet exchange rates in excess of the average
rate in effect at date of sale.

1976 vs. 1975

Net sales for 1976 of $271,879,000 decreased $8,338,000
or 3% from 1975. The reduction is primarily due to declines in
foreign currency exchange rates versus the U.S. dollar.
Overall, the physical volume of shipments during 1976 in-
creased slightly over 1975. Tool operations increased 4%
over 1975, primarily due to increased volume in the U.S. and
Europe which offset the effects of domestic price competition
and U.K. price controls. Equipment operations decreased
12% from the 1975 record levels due to volume declines,
primarily attributable to the reduced level of domestic con-
struction activity and product-related problems. Instruments
and controls increased 6% over 1975.

Other income of $2,267,000 increased 3% over 1975 re-
flecting slight increases in non-operating revenues.

Cost of sales increased as a percentage of sales com-
pared to 1975, principally due to increased unfavorable ef-
fects of foreign currency exchange rates and increased mate-
rial and labor costs, especially in the U.K. In addition, the
Equipment operations were affected by the reduced level of
activity, resulting in lower recovery of fixed costs and ex-
penses.

Selling, administrative and general expenses increased
$676,000 or less than 1% of sales. This increase includes the
requirements of the Employee Retirement Income Security
Act of 1974 (ERISA), and other increases in salaries and
benefits, partly offset by planned reductions of approximately
310 administrative and general employees during the year.

Depreciation expense in 1976 of $5,343,000 is essentially
unchanged from 1975, reflecting the comparable levels of
capital spending during 1976 and 1975.

Interest expense and other decreased $971,000 princi-
pally due to reductions in the average level of short term
borrowings during the year.

Earnings before taxes of $22,352,000 decreased
$15,264,000 or 41% from the prior year.

U.S. and foreign income taxes provided increased sig-
nificantly as a percentage of earnings before taxes due to
losses from translation of foreign currency financial state-
ments for which no tax benefit is available. Increased state
and local income taxes were offset by the utilization of the tax
incentives available through the Domestic International Sales
Corporation (DISC).

Net earnings of $11,240,000 decreased $7,525,000 or
40% from 1975.

Foreign currency. In 1976 the effects of exchange rate
fluctuations resulting from translating foreign currency bal-
ance sheets into U.S. dollars, and the effect of realized trans-
action gains, approximated $1,300,000 ($.24 per share).

Because inventories are translated at the rate in effect at
the time of acquisition, a significant unfavorable effect is rec-
ognized on the subsequent sale of inventories which were
acquired prior to devaluations. During 1976 the company
recognized approximately $6,700,000 ($1.21 per share) of
costs at balance sheet exchange rates in excess of the aver-
age rate in effect at date of sale.

GULF & WESTERN INDUSTRIES, INC. (JUL)

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
THE CONSOLIDATED SUMMARY OF EARNINGS

Net Sales and Other Operating Revenues and Operating
Income

Due to the diverse nature of the Company’s business, a
discussion of revenues and operating income on an operat-
ing group basis is the most meaningful approach to commen-
tary on changes in the line items “net sales and other operat-
ing revenues” through “operating income” as presented in
the consolidated summary of earnings. Reference is made to
the tables that present the net sales and other operating



revenues and operating income of the Company’s operating
groups and its corporate expenses and intercompany items.
Operating income of the Financial Services Group is after
deducting interest expense and is included in the caption
“equity in earnings before income taxes and foreign ex-
change gains and losses of unconsolidated affiliates” in the
consolidated summary of earnings.

Manufacturing Group

In fiscal 1977, the Manufacturing Group achieved in-
creased sales primarily as a result of the strong automotive
market, which is a major industry served by the group, which
more than offset the decline in sales of the group’s energy
products unit. However, the group’s operating income was
lower than in fiscal 1976 due primarily to the depressed mar-
ket for energy equipment during fiscal 1977. In fiscal 1976,
the increases in the group’s sales and operating income in
relation to fiscal 1975 were primarily the result of the im-
provement in the economy, particularly in areas affecting the
group’s automotive and appliance-related product lines, and
further strengthening of the group’s program of cost controls
over all elements of its operations. These factors offset a
decline in the contribution to operating income of the group’s
energy products unit as compared to the prior fiscal year.

Natural Resources Group

The Natural Resources Group achieved increased sales
and operating income for the 1977 fiscal year as compared to
fiscal 1976 largely because the operating results of Mar-
quette Company, which was acquired during the first quarter
of fiscal 1977, are included in the group for the first time. In
fiscal 1977, sales and operating income were hurt by weak-
ness in prices for zinc and by increased labor, material and
energy costs. The recovery in the nation’s industrial produc-
tion and increased consumption of zinc products enabled this
group to achieve increased operating results in the second
half of fiscal 1976 and reflect increases in both sales and
operating income for the full fiscal 1976 as compared to fiscal
1975. These results were achieved despite lower results as
compared to fiscal 1975 of the Quebec Iron and Titanium
Corporation and Flying Diamond Oil Corporation, owned
one-third and 36%, respectively, by the Company, and which
were accounted for on the equity basis.

Consumer and Agriculture Products Group

In fiscal 1977, the Consumer and Agricultural Products
Group experienced a decrease in both sales and operating
income due primarily to a continued world surplus of raw
sugar and resulting depressed prices for sugar, the group’s
principal contributor to operating income. The group’s cigar
sales increased in fiscal 1977 due to aggressive marketing,
new products and higher prices but operating income was
down, reflecting the long-term decline in cigar consumption,
which accelerated in fiscal 1977. In fiscal 1976, the group
also experienced a decrease in both sales and operating
income as a result of the drop in the average price of sugar
from the abnormally high levels of fiscal 1975 and the con-
tinuing industry-wide decline in cigar consumption.

Apparel Products Group

In fiscal 1977, the Apparel Products Group had increased
sales and operating income as compared to the prior year.
The increase in operating income resulted from continued
improvements in the group’s hosiery and textile markets
along with strengthened financial and inventory controls, and
elimination of unprofitable and marginally-profitable products,
which more than offset continued weakness in apparel mar-

Section 1: General

kets. This group, which was organized at the beginning of the
1976 fiscal year, contributed substantially to fiscal 1976 sales
and operating income (reflecting an increase in consumer
spending for apparel and emphasis on improved control of
costs and inventories) when its full year results were included
for the first time.

Financial Services Group

The Financial Services Group had increased operating in-
come for the 1977 fiscal year as compared to fiscal 1976. The
group benefited from lower short-term interest rates, higher
finance receivables outstanding, increased annuity sales and
continuing improvements in property/casualty insurance op-
erations. This increase was achieved despite a charge
against operating income of $10.5 million related to As-
sociates First Capital Corporation’s operations in Tennessee
which is more fully described in Note D to the Company’s
consolidated financial statements. In fiscal 1976, the Group
had increased operating income as compared to fiscal 1975
when the group experienced a loss due to a provision estab-
lished applicable to a subsidiary in Great Britain. The group
contributed more to the Company’s operating income in fiscal
1976 due to lower interest rates, a significant reduction in
property/casualty insurance losses and improved life insur-
ance operations. The contribution of the Company’s invest-
ment in Amfac, Inc., which is accounted for on the equity
basis and is held by the Financial Services Group, to operat-
ing income declined in each of the 1977 and 1976 fiscal
years.

Lesiure Time Group

In fiscal 1977, the Leisure Time Group had increased rev-
enues but a decrease in operating income as compared to
the prior year. Operating income was down largely because
of theatrical film rentals being less than anticipated, and the
decline in theatre operations and real estate sales in Canada.
Although the group’s book publishing operations contributed
more to fiscal 1977 operating income, the group’s activities in
the coin-operated amusement game business showed a
substantial decline in operating income. The group experi-
enced higher revenues and operating income in fiscal 1976
as compared to fiscal 1975 reflecting increased profits on
television syndication sales, a number of best selling books,
and an increased contribution from the group’s theatre and
real estate operations.

Automotive Replacement Parts Group

In fiscal 1977, this group achieved increased sales and
operating income reflecting the continuing growth of the
overall automotive replacement parts distribution business,
particularly in its overseas markets, as well as internal
growth, operating efficiencies and price increases. The group
also experienced higher sales and operating income in fiscal
1976 reflecting the continuing rise in the demand for automo-
tive replacement parts, both domestically and in foreign mar-
kets, and through cost reductions and price increases.

Paper and Building Products Group

In fiscal 1977, the Paper and Building Products Group had
increased sales but a decrease in operating income as com-
pared to the prior year. The decline in operating income was
centered entirely in the group’s paper operations, and oc-
curred largely because of higher operating costs in the face
of soft demand for pulp and commodity-grade paper pro-
ducts. The group’s building products markets experienced an
increase in operating income reflecting gains in construction
activity. In fiscal 1976, the group had a slight increase in
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sales but a decrease in operating income due to start-up
problems at a new secondary fiber pulp mill and rising costs
that had not been absorbed by price increases.

Corporate Expenses and Intercompany ltems

Corporate expenses have increased in fiscal 1976 and
1977 reflecting the increase in the cost of corporate adminis-
trative services, particularly increased payroll and related ex-
penses, increased rental and outside service costs. The in-
crease from fiscal 1975 to 1976 was offset in part by an
increased contribution applicable to the Company’s equity in
earnings of certain investments which are accounted for on
the equity basis and are included under this caption.

Other Items in Consolidated Summary of Earnings
Other Expense (Income)

The variance in this caption is primarily the result of foreign
currency translation losses and a gain recognized in fiscal
1977 upon early extinguishment of debt. See Notes A and G
to the Company'’s consolidated financial statements, included
elsewhere here, for further information applicable to the im-
plementation of the FASB accounting policy for the transla-
tion of foreign currencies and the gain recognized upon early
extinguishment of debt.

Interest Expense-Net

The increase in interest expense in fiscal 1977 resulted
from increased short-term and long-term borrowings which
more than offset a decrease in interest rates. The decrease in
interest expense in fiscal 1976 primarily reflects lower aver-
age short-term borrowings and significantly lower interest
rates.

Minority Interest

The decrease in minority interest in net earnings in fiscal
1977 was primarily the result of decreases in the net earnings
of majority-held subsidiaries, particularly Brown Company
(see the discussion above of the Paper and Building Prod-
ucts Group) and Famous Players Limited (a Canadian sub-
sidiary whose theatre and real estate operations are included
i the Leisure Time Group). The increase in minority interest in
net earnings in fiscal 1976 was primarily the result of in-
creases in the net earnings of majority-held subsidiaries, par-
ticularly A.P.S., Inc. (see the discussion above of the Au-
tomotive Replacement Parts Group) and Famous Players
Limited.

Provision for iIncome Taxes

The decrease in the provision for income taxes in fiscal
1977 primarily reflects a corresponding decrease in consoli-
dated earnings before income taxes. The increase in the pro-
vision for income taxes in fiscal 1976 primarily reflects a cor-
responding increase in consolidated earnings before income
taxes and an increase in the effective tax rate.

Dividends on Preferred Stock

The increase in dividends on preferred stock in fiscal 1977
is attributable to the shares of $2.50 Series D convertible
preferred stock and $5.75 sinking fund (non-convertible) pre-
ferred stock issued in connection with the acquisition of Mar-
quette Company. (Refer to Note B to the Company’s consoli-
dated financial statements.) The increase in fiscal 1976 is
attributable to the shares of $2.50 Series D convertible pre-
ferred stock issued in late 1975 and early 1976 in connection
with the acquisition of Kayser-Roth Corporation.

Average Common and Common Equivalent Shares Out-
standing

The increase in average shares outstanding in fiscal 1976
and 1977 is primarily the result of conversions of debentures
and preferred stock during those years.

Fully Diluted Net Earnings Per Share

Dilution of the Company’s earnings per share is principally
the result of (1) the market prices of the securities assumed in
the computation to have been purchased with the proceeds
of the exercise of outstanding warrants and options and (2)
the relationship of (a) primary net earnings per share to (b)
the assumed reduction of net interest expense and preferred
dividends per common share issued (net of shares repur-
chased) upon exercise of warrants and options and conver-
sion of convertible debt and preferred stock. Thus, all other
things being equal, higher market prices of the securities
and/or higher primary net earnings per share will result in
greater dilution of earnings per share. The lower dilution in
fiscal 1977 as compared to fiscal 1976 is principally attributa-
ble to the decrease in primary earnings per share. The grea-
ter dilution in fiscal 1976 as compared to fiscal 1975 is princi-
pally attributable to the increase in primary earnings per
share, the increase in the price of the Company’'s common
stock and other securities assumed to be purchased, and the
issuance of the $2.50 Series D convertible preferred stock.

IPCO HOSPITAL SUPPLY CORPORATION (JUN)

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
THE SUMMARY OF OPERATIONS

Fiscal 1977 Compared to 1976

The following supplements the contents of the “President’s
letter” and the “Review of Operations” sections of this report.

Sales

Medical Operations—Distribution

The 1977 net sales increase over 1976 reflected substan-
tial gains in the blood products and hospital supply areas.

Medical Operations—Manufacturing

The 1977 increase in net sales over 1976 was primarily
realized in disposable fiber products.

Dental Operations

Net sales for 1977 reflect an increase over 1976 resulting
from substantial increases in both domestic and foreign sales
of proprietary products, capital equipment and related prod-
uct systems for restorative dentistry.

Optical Operations

Continuation of the aggressive expansion program initiated
in 1975 provided the basis for the significant sales increase
realized in 1977 over 1976. The twenty-two new stores
opened in 1977 and the ten new stores opened in 1876 con-
tributed substantially to this operation’s growth.

Operating Income
Medical Operations—-Distribution

The net increase in operating income in 1977 over 1976
was primarily attributed to the increase in net sales as well as
increased operating efficiencies.
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Medical Operations—Manufacturing

The net increase of 1977’s operating income over 1976's
principally resulted from increased sales realized during 1977
offset somewhat by operating inefficiencies which occurred in
the production of disposal products during the first half of
fiscal 1977.

Dental Operations

The 1977 increase in operating income over 1976 resulted
primarily from increased sales levels from both domestic and
foreign sales.

Optical Operations

The reduction in operating income in 1977 from 1976 was
attributed principally to operating costs related to the starting
up (as planned) of a record twenty-two new stores in fiscal
1977.

Net Income

The reduction in net income in 1977 from 1976 was primar-
ily due to a sharp increase in the tax rate, losses realized on
the discontinuance and disposal of certain operations as de-
scribed in Note 2 to the financial statements herein, and the
non recurring gain in 1976 realized on the sale of our Valhalla
facilities.

Interest expense for 1977 was lower than 1976 due to
lower prevailing interest rates and average outstanding in-
debtedness during 1977.

The factors which contributed to the 47.6% effective tax
rate in 1977 as compared to the 42.3% effective tax rate in
1976 are contained in Note 4 to the financial statements here-
in.

Fiscal 1976 Compared to 1975

Sales

Medical Operations—Distribution

The 1976 net sales increase over 1975 reflected substan-
tial gains in medical x-ray film products.

Medical Operations—Manufacturing

The 1976 increase in net sales over 1975 was primarily
realized in disposable fiber products.

Dental Operations

Net sales for 1976 reflect a substantial increase over 1975
resulting from gains in the areas of proprietary products, capi-
tal equipment and related product systems for restorative
denistry, laboratory operations, precious and nonprecious
dental alloys and export markets.

Optical Operations

The significant increase in 1976 net sales over 1975 re-
flects the continuing results of the expansion program com-
menced during fiscal 1975. The ten new stores opened in
1976 and the nine stores opened in 1975 contributed sub-
stantially to this operation’s growth.

Operating Income
Medical Operations—Distribution

The 1976 net increase in operating income over 1975 was
primarily attributed to improvements in operating expense
controls.

Medical Operations—Manufacturing

The 1976 net increase in operating income over 1975 was
primarily attributed to significant improvements in sales and
operating efficiencies in the disposable fibers operations.

Dental Operations

Operating income increased in 1976 over 1975 due to in-
creased sales levels in dental laboratory operations and
manufacturing operations, as well as improvements in
operating efficiency.

Optical Operations

The 1976 increase in operating income over 1975 resulted
primarily from increased sales by established stores.

Net Income

The increase in net income in 1976 over 1975 was primar-
ily due to increased sales, operating efficiencies, and lower
interest costs. The increase is also attributable in part to the
gain realized on the sale of our Valhalla facilities as detailed
in Note 5 to the financial statements herein. The net income
reported in 1975 reflected the negative impact of the “change
in accounting” adopted in 1975 with respect to deferral of
inceptive costs.

Interest expense for 1976 was lower than 1975 due to
lower prevailing interest rates and outstanding indebtedness
during the second half of the fiscal year. The reduction in debt
resulted mainly from the application of proceeds received
from the sale of the Valhalla facilities.

JOY MANUFACTURING COMPANY (SEP)

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
THE SUMMARY OF OPERATIONS

Fiscal 1977 in comparison with fiscal 1976

In spite of uncertainty concerning the direction of the U.S.
energy policy, strikes in the U.S. coal fields, a depressed
minerals and metals market and a slow rate of industrial con-
struction, net sales increased 7% over the preceding year.
Other revenues, generated principally from short-term cash
investments, increased $1,662,000 over fiscal 1976.

Costs and expenses reflected $1,127,000 in additional
charges for depreciation which resulted from fixed asset addi-
tions. Maintenance and repair costs increased 15% due
primarily to continuing inflation. Payroll taxes increased 26%
over fiscal 1976 due to increases in compensation, legislated
benefits and the number of employees.

Cost of sales as a percentage of net sales was approxi-
mately 70% in both fiscal 1977 and fiscal 1976. Continuing
efforts directed to product cost improvement and a favorable
change in product mix resulted in the maintenance of a 30%
gross profit rate in spite of some instances of adverse per-
formance and the adoption, in fiscal 1977, of the last-in first-
out (LIFO) method of inventory valuation for the non-U.S.
subsidiaries. Product engineering increased 18% over the
preceding year, reflecting a continued commitment to re-
sponding to present and future customer needs. The in-
crease in selling, general and administrative expenses was
due to expanded activities and the effects of inflation.

During fiscal 1977, a net currency translation gain of
$1,136,000 was recorded as contrasted to a $2,031,000 net
currency translation loss in fiscal 1976. This change, to a
large extent, resulted from the effects of the adoption of the
LIFO method for inventory valuation. There were exchange
losses of $587,000 in fiscal 1977 compared to $1,279,000 in
fiscal 1976. The decrease in exchange losses was attributa-
ble to the losses recorded in fiscal 1976 resulting from the
Mexican peso devaluation.
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Other costs and expenses increased $2,778,000 as com-
pared to the previous year, primarily as a result of facility
relocation costs of $1,976,000 and a loss on the sale of Task
Corporation (629,000 pretax).

As a consequence of the aforementioned factors, fiscal
1977 net income was $48,215,000 as compared to
$47,601,000 for fiscal 1976. Included in these consolidated
results was net income from non-U.S. operations of
$3,853,000 for fiscal 1977 versus $1,621,000 for fiscal 1976.
The net income increase from non-U.S. operations was due
to a current year net translation and exchange gain as com-
pared to a loss last year. Improvements in the operating re-
sults in South Africa and Brazil only partially offset the effects
of relocation costs for certain facilities and of sales volume
decreases occurring principally in France, United Kingdom
and Mexico.

JOY’s backlog of unshipped orders at September 30, 1977
was $384,280,000 as compared to $489,181,000 at the be-
ginning of the year as discussed by lines of business below.
Of the current backlog, approximately 70% is shippable in
fiscal 1978.

During fiscal 1977, short-term borrowings in Canada were
replaced with a long-term note, thereby strengthening the
capitalization structure of this subsidiary. Industrial revenue
obligations of $4,300,000 were arranged to finance construc-
tion of a service center in Price, Utah and expansion of JOY’s
plants in Michigan City and Salt Lake City.

Mining systems equipment.

Increased production of coal mining equipment at our
Robbins plant and in South Africa, a recovery in portable
compressor business and price increases resulted in a net
sales increase of 10%, or $34,628,000, over the fiscal 1976
level. In the U.S,, the lack of a well defined energy policy,
mine delays and production reductions due to increased re-
strictions caused by federal safety regulations, the effects of
wild-cat strikes in the eastern U.S. and uncertainties sur-
rounding the December, 1977 miners’ contract termination all
contributed to a lower level of bookings, some cancellations
of existing orders and rescheduling of machine delivery into
fiscal 1978. Net sales of non-U.S. subsidiaries registered a
net gain for the year in spite of a volume decrease experi-
enced in France, Poland and to some extent in the United
Kingdom. Initial sales volume for the HEFTI was affected by
the general state of the minerals and metals mining industry.
Considerable interest in this new JOY-developed product is
being expressed both in the U.S. and abroad and should
result in better results for fiscal 1978.

Due to the aforementioned increased shipments and de-
cline in bookings, backlog decreased 32% during the year.

Income before taxes was 13% of net sales as compared to
15% for fiscal 1976. An increase in income from U.S. opera-
tions resulted from the favorable effects of volume and pric-
ing; however, excess costs associated with the Robbins plant
shuttle car production, Claremont Foundry relocation
($202,000) start-up costs, the effects of low volume and es-
calating costs at the Claremont plant and increased start-up
costs associated with the new Hard Rock Division, collec-
tively had the effect of more than offsetting the increase in
income. Income before income taxes for non-U.S. operating
units declined approximately $1,000,000 primarily as a result
of the combined effects of lower volume and relocation ex-
penses in France and the United Kingdom. The factors con-
tributing to the disappointing performance of the specific U.S.

operating units are being reviewed and corrective actions are
being planned and implemented. Corrective actions have
been implemented with respect to the operations in the
United Kingdom and an evaluation of the French operations
is in progress.

Industrial and general products.

Net sales were $141,491,000 for fiscal 1977, a 9% in-
crease over fiscal 1976. The growth in net sales was princi-
pally due to increased shipments of stationary and centrifugal
compressors. The strike at New Philadelphia resulted in a
$2,400,000 reduction in shipments originally scheduled for
September.

Centrifugal compressor bookings for the year were steady
while orders for other types of stationary compressors re-
flected a significant improvement. Fan business, both in the
U.S. and Canada, decreased slightly due to a low level of
commercial building construction and demand for mine fans.
Year-end backlog was unchanged from the level at the be-
ginning of the year.

Income before income taxes increased to 12% of net sales
as compared to 11% in fiscal 1976, principally due to the
aforementioned increase in net sales. The additional earn-
ings resulting from improved cost performance for electrical
products and the acquisition of Wheeling more than offset the
loss on the sale of Task.

Ore processing and petroleum equipment.

Petroleum equipment net sales increased 9% whereas ore
processing equipment sales decreased, principally in the
non-U.S. operations, by 14%. Petroleum equipment book-
ings increased 44% over the preceding year as a direct con-
sequence of an increased level of U.S. drilling activity and
internal improvements made to meet the required delivery
schedules. Ore processing equipment bookings decreased
6% as compared to the previous year because of the de-
pressed minerals and metals mining market. The aforemen-
tioned factors contributed to a 17% net decrease in backlog
during fiscal 1977.

Income before income taxes was 16% of net sales as
compared to 18% in fiscal 1976. While the petroleum equip-
ment products reflected greater income than in fiscal 1976,
the ore processing equipment portion of the business re-
flected a decrease in income due to a decline in volume,
lower margin orders and relocation expenses of $423,000.

Air pollution control equipment

Fiscal 1977 net sales were 6% greater than those of the
preceding year in spite of a decline in non-U.S. markets.
Although the level of customer inquiry remained relatively
high in the year, bookings decreased 33% due largely to the
uncertainty surrounding the direction of the U.S. energy pol-
icy. There is currently a good level of customer inquiry.
Furthermore, it is expected that an improved market for our
utility baghouses is emerging. Although the backlog was 10%

‘less than that of the previous year-end due to the lower book-

ings level, fiscal 1978 sales levels are not expected to de-
cline.

Income before income taxes was 18% of net sales versus
16% in fiscal 1976. The improvement was due to recovery of
cost increases through escalation billings on some contracts,
the ability to negotiate favorable prices on fabricated steel
and significantly lower warranty costs. The results for the
year also included a $461,000 charge for the relocation of our
Canadian operations to Kitchener, Ontario.
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Fiscal 1976 in comparison with fiscal 1975

Fiscal 1976 net sales increased 14% over the level experi-
enced in fiscal 1975 principally as a result of a continued
strong demand for JOY’s products.

Increased levels of property additions were reflected in
higher depreciation charges. Maintenance and repair costs
were up 20% because of inflation and increased production
activity. Payroll taxes increased 14% primarily due to the
increases in benefits and the number of employees.

Cost of sales as a percentage of net sales were 70% ver-
sus 72% for fiscal 1975. The increased rate of gross profit
was primarily due to the effects of product cost control and
improvement, and improved sales price realization. In-
creases in selling, general and administrative expenses aris-
ing from increased activity and inflation as well as increases
in JOY’s continued commitment to invest in engineering re-
search and development were reflected in the fiscal 1976
results when compared to fiscal 1975. The Mexican peso
devaluation in fiscal 1976 was the primary cause for the in-
crease of $1,268,000 in translation and exchange losses
from fiscal 1975.

The interest expense reduction in fiscal 1976 reflected the
lower short-term debt requirement following the 700,000
share common stock issue of May, 1 975. The effective book
income tax rate for fiscal 1976 was 48.7% versus 47.0% for
the previous year. Although there was a favorable increase in
the investment tax credit for fiscal 1976, this was not enough
to offset increased state taxes, the reduced DISC benefit,
and the absence of miscellaneous fiscal 1975 nonrecurring
favorable adjustments.

The increase in net income in fiscal 1976 reflected the
aforementioned sales trends and generally a continuation of
attention of product cost controls.

Mining systems equipment.

Fiscal 1976 net sales increased 23% over the level experi-
enced in fiscal 1975 as a result of a significant increase in
production rates and increases in prices. Shipment rates
were increased particularly as a result of increased manufac-
turing capacity and the availability of a substantial backlog of
orders. Backlog decreased 6% from the beginning of the year
primarily as a result of the increase in shipping rate.

Income before income taxes was 15% of net sales for fiscal
1976 versus 14% for fiscal 1975. Although there were some
adverse effects in fiscal 1976 of production inefficiencies,
sales mix shifts, and start-up costs, these were more than
offset by the overall increase in sales volume.

Industrial and general products.

Net sales of $130,172,000 were 13% greater than those of
fiscal 1975. Improved pricing and an increased production
level, in fans and compressors, were the primary causes of
the increase. Backlog declined 2% in spite of an increase in
the fiscal 1976 bookings rate.

Fiscal 1976 income before income taxes was 11% of net
sales versus 8% for the preceding year. The increases in
expense levels associated with compressor products were
more than offset by the effects of the improved shipments.
Income from fan and electrical products was also up over the
preceding year due to the effects of improved marketing and
better control over manufacturing costs.

Ore processing and petroleum equipment.

Fiscal 1976 net sales increased $9,031,000 or 12% over
the fiscal 1975 level as a result of both price increases on ore
processing equipment and an increased shipments rate for
petroleum drilling equipment. Backlog for this line of business
decreased 38% during the year. The ore processing book-
ings decrease reflected a depressed market both in the U.S.
and to a lesser extent elsewhere. Petroleum equipment or-
ders experienced a decline after the 1975 boom as custom-
ers reassessed their inventory needs in the light of market
conditions.

Income before income taxes was substantially unchanged
in spite of the gain in sales revenue. Ore processing realized
the effects of price increases in income for the year by con-
current control over costs. Petroleum equipment income de-
clined due to the fact that market conditions did not permit
price increases commensurate with cost increases.

Air pollution control equipment.

The decline in fiscal 1976 net sales was primarily due to a
lack of short turn-around business resulting from extreme
price competition. Although new order bookings declined
22% in the year, ending backlog increased 19% as compared
to a year ago.

The improvement in the rate of income before income
taxes to 16% in fiscal 1976 from 7% in fiscal 1975 was princi-
pally due to the ability to realize procurement savings, a re-
duction in the number and severity of warranty claims and the
ability to recover economic increases.

Description of Company’s Business

ATI, INC. (SEP)

ABOUT THE COMPANY

ATI, Inc. is a contract packager, engaged primarily in man-
ufacturing and packaging cosmetic, household, pharmaceu-
tical and medicinal aerosol products for other concerns for
sale by them under their own brand names. In addition, the
company engages in liquid filling and in private label man-
ufacturing and processing of cosmetics and toiletries. The
products produced and packaged for customers include hair
sprays, shaving creams, colognes and perfumes, roll-on,
stick personal deoderants and anti-perspirants, mouth re-
freshers, room deodorants, multi-purpose cleaners, furniture
waxes and polishes, starches and pharmaceutical and
medicinal products.

In addition to contract packaging for other concerns, the
Company also manufactures and sells a variety of its own
proprietary products, consisting primarily of pharmaceutical,
hospital and medicinal products, supplies and equipment,
and automotive products. The automotive products such as
starter fluids, solvents and refrigerants, are sold under the
name “Surefire.” The medicinal hospital and pharmaceutical
products such as hospital antiseptics, surgical blades, water
mattresses, stainless steel trays, and disinfectants, are sold
under the name “Aeroceuticals.”

The Company is engaged primarily in only one line of busi-
ness. The following table shows the percentage of total sales
attributable to each of the Company’s major classes of prod-
ucts.
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Year Ended September
1977 1976 1975 1974 1973

Hair Spray.................. 10% 10% 10% 15% 28%
Pharmaceutical and Medi-

cal Products(yy.......... 7% 7% 8% 8% 4%
Other Personal Products .. 29% 29% 36% 33% 33%
Household Products........ 30% 30% 28% 34% 25%
Automotive ................ 12% —* - —* -
Otherax2 ....ooevvevenennns 12% 24% 18% 10% 10%

(Mincludes the Company’s own proprietary products.

@Includes the automotive products which account for less than 10%
of the Company’s total assets.

*Automotive products, as a percentage of sales, are included in the
category “other” for the fiscal years 1973-1976.

COLGATE-PALMOLIVE COMPANY (DEC)

SCOPE OF BUSINESS

Colgate-Palmolive Company is a leading manufacturer
and distributor of consumer laundry, cleaning, personal care,
food, health care, nonwoven fabrics, cosmetics and sports
products. Worldwide net sales contributed by the Company’s
business segments over the past five years are shown below
(Thousands of Dollars):

1977
Laundry and cleaning, personal care and leisure.............. $2,847,500
FOOO ouiiiiiiii e 518,983
Health care and nonwovens ............cccoviviiiiiieninnine, 470,721
$3,837,204
Major products contributed the following percentages of
worldwide sales for the five most recent years.
1977
Included in laundry and cleaning, personal care and leisure:
Laundry and dishwashing detergents....................... 24%
Oral products.......ocvveinieiiiriii e eneees 12

The prominent products included in each segment are as
follows:

Laundry and cleaning, personal care and leisure—Laundry
and dishwashing detergents, toothpaste, bar soaps, clean-
sers, cleaners, hair and shave products, cosmetics and fash-
ion accessories, adhesive bandages, cloth and disposable
diapers, plastic wraps, golf clubs, shoes, balls and acces-
sories, hobby products, sports clothing and uniforms, tennis
rackets, balls, shoes and accessories, racquetball racquets
and supplies.

Food—Rice and rice products, restaurant business, meats
and candy.

Health care and nonwovens—Health care supplies and
equipment,. nonwoven fabrics, pipeline coverings, specialty
cotton and rayon.

Throughout the world, Company products are sold under
conditions that are regarded as highly competitive. Success
in the consumer fields is based primarily upon product qual-
ity, brand acceptance, and marketing capabilities while suc-
cess in the health care and nonwoven markets is dependent
upon technical competence.

1976
$2,665,769
435,084
410,639

$3,511,492

1976

26
12

1975
$2,519,410
433,662
358,974

$3,312,046

1975

25
12

1974
$2,265,609
406,271
363,660

$3,035,540

1974

25

13

1973
$1,859,708
245,896
347,407

$2,453,011

1973

26
14
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MERCK & CO., INC. (DEC)

DESCRIPTION OF MERCK’'S BUSINESS

Merck is a worldwide organization engaged primarily in the
business of discovering, developing, producing, and market-
ing products and services for the maintenance or restoration
of health. The Company offers more than 1,000 products in
its health business.

Human and Animal Health products include a wide range
of the therapeutic and prophylactic agents which are gener-
ally sold by prescription for the treatment of human disorders;
a number of therapeutic and prophylactic agents for the con-
trol and alleviation of disease in livestock and poultry; and
other products, most of which are for human and animal con-
sumption.

Human and animal health products contributed 84% to
total Company sales in 1977 and 1976, 85% in 1975, 84% in
1974, and 85% in 1973. Human pharmaceutical products
accounted for 69% of Company sales in 1977, with the an-
tihypertensive and cardiovascular products, of which Al-
domet is the largest, contributing 27%; and the anti-
inflammatory products, including steroids and non-steroids,
of which Indocin is the largest, 19%. The Company also mar-
kets other prescription pharmaceuticals in a wide range of
other therapeutic classes, including vaccines, biologicals,
and psychotherapeutics. Prescription products are sold prin-
cipally in dosage forms and promoted to the medical profes-
sions. Other products include vitamins, antibiotics, narcotics,
and other fine chemicals sold in bulk to other manufacturers.

Important animal medicinal products, which as a group
provided 8% of Company sales in 1977, include
anthelmintics—of which Thibenzole, a worming agent, is the
largest—and coccidiostates, for the treatment of poultry
disease—of which Amprol is the largest. These medicinals
are used extensively in the commercial production of live-
stock and poultry.

Other human and animal health products include poultry
breeding stock and food additives.

Sales of the Company’s prescription drug products are
promoted by approximately 3,700 professional service
employees throughout the world, who call on physicians and
others concerned with the distribution and use of such prod-
ucts. Outside the U.S. the Company also uses independent
representatives. Sales of prescription drug products, how-
ever, are made primarily to drug wholesalers and retailers,
hospitals, clinics, and other institutions. Sales of other human
and animal health products are made through various chan-
nels of trade. Specialized technical personnel are available to
assist customers regarding most products.

Environmental Health products and services for the treat-
ment of water and air pollution, which include granular acti-
vated carbon and various specialty chemicals, accounted for
16% of sales in 1977 and 1976, 15% in 1975, 16% in 1974,
and 15% in 1973. The Company also manufactures and sells
water temperature regulating equipment. In addition, the
Company markets miscellaneous chemical products used in
the manufacture of paints and paper and in oil field drilling.
Sales of these products and services are made through and
to many channels of trade, including retailers, contractors,
manufacturers, municipalities, utilities, and other industrial
users. Specialized technical personnel are available to assist
customers regarding most of the products. Water tempera-
ture regulating products are sold primarily through indepen-
dent manufacturers’ representatives.

Foreign Operations. The Company’s operations outside
the United States are conducted primarily through sub-
sidiaries and have grown over the years. Sales outside of the
United States, including export sales to overseas markets,
amounted to 48% of sales in 1977, 46% in 1976, 48% in
1975, and 47% in 1974 and 1973. The majority of such busi-
ness resulted from the sale of products manufactured in the
United States and Puerto Rico and shipped abroad for further
manufacture into finished products at facilities located in
foreign countries. The Company’s worldwide business is sub-
ject to risks of adverse governmental actions, including pos-
sible nationalization, expropriation, and other governmental
action abroad. Changes in the value of currencies take place
from time to time. The transfer of profits from foreign sub-
sidiaries is subject to the availability of dollar exchange and to
restrictive regulations of certain foreign governments. The
Company does not regard these factors as a deterrent to
further expansion of its operations abroad.

MOSINEE PAPER CORPORATION (DEC)

DESCRIPTION OF THE BUSINESS

Mosinee Paper Corporation is a multi-division producer of
paper and paper products. Included are papers for coffee
filters, masking tapes, towels and towelettes, plus release
papers, transformer papers, protective food papers, flame-
retardant construction papers, and laminated industrial
wrappers. In connection with paper towel products, the com-
pany leases or sells paper toweling dispensers and markets
a windshield wiper solvent. A plastics division makes various
plastic items including bottles, disposable hospital supplies,
and wheels. Important to its papermaking operation is the
87,000 acres of company-owned timberlands. Additional
pulpwood is provided by the company’s forest operations in
South Dakota, which also produces pine lumber.

REPUBLIC STEEL CORPORATION (DEC)

NATURE AND SCOPE OF BUSINESS. ..

Republic Steel Corporation, a major integrated steel com-
pany in the United States, produces a diversified line of steel
mill products and a variety of fabricated steel products. Its
markets include the principal domestic steel consuming in-
dustries. Steel mill products are produced in carbon steel
grades as hot and cold rolled sheet and strip, galvanized and
electroplated sheets, semi-finished steels, hot rolled and cold
finished bars, welded and seamless pipe and tubing, wire
and plates.

In addition, Republic produces sheet and strip, bars,
plates, wire, pipe and tubing in alloy and stainless steel
grades. The principal fabricated products include culverts,
steel building products, shelving, lockers, containers and
other contract manufacturing.

Steel products, which constitute the dominant line of busi-
ness, accounted for substantially all of Republic’s sales,
operating profit and identifiable assets in 1977. Republic pro-
duces substantially all of the steel used in its fabricating op-
erations.

Republic also has raw material reserves, principally for its
own use, of iron ore, coal and limestone. Republic has a 50
percent interest in Reserve Mining Company, a major domes-
tic producer of taconite pellets.
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Republic steelmaking facilities are located at Cleveland,
Warren and Canton, Ohio; Chicago, llinois; Buffalo, New
York and Gadsden, Alabama. Major finishing mills are also
located in these communities and in Youngstown, Niles and
Massillon, Ohio.

Market Price and Dividend Data

AEL INDUSTRIES, INC. (FEB)

MARKET PRICE PER SHARE OF COMMON STOCK

The Company’s common stock, consisting of non-voting
Class A common stock and Class B common stock, are both
traded on the over-the-counter market. Class B common
stock is infrequently traded and, therefore, the over-the-
counter “Bid” and “Ask” prices set forth below relate primar-
ily to transactions in the non-voting Class A common stock.
Each share of Class B common stock is convertible into one
share of Class A common stock. The over-the-counter price
is an inter-dealer quotation, which does not include retail
markup, markdown, or commission, and may not reflect ac-
tual sales prices. The Company has paid no dividends during
these periods.

High Low
Bid Ask Bid Ask
FISCAL 1976—
First Quarter ............. 17 2% 78 1%
Second Quarter .......... 2% 2% 1% 13%
Third Quarter............. 1% 1% % 1%
Fourth Quarter ........... 2 2% % 1
FISCAL 1977—
First Quarter ............. 2 2% 1Va 1%
Second Quarter .......... 1Va 1% 1 13%
Third Quarter............. 2V, 2% 1% 1Y%
Fourth Quarter ........... 4 43 2V, 2%

AMERICAN MAIZE-PRODUCTS COMPANY (DEC)

FINANCIAL REVIEW
Stock Price and Dividend Review

The common stock of American Maize-Products Company
is traded on the American Stock Exchange. The quarterly
range of prices and dividends per share during the last two
years were as follows: ’

Market Price per Share

Class A Class B

Dividends
1977 High Low  High Low  per Share
First Quarter ......... $10% §$ 8% $102 § 8% $.10
Second Quarter ...... 9V 7% 9 7 .10
Third Quarter......... 8% TVa 8% 7Va 1N
Fourth Quarter ....... 87 7V2 8% 7Va N
Total ....ocevvnannnnn. $.42
1976
First Quarter ......... $16% $117% $15% $11% $.10
Second Quarter ...... 137 1N 13% 10% .10
Third Quarter......... 14 82 13% 82 .10
Fourth Quarter ....... 107 72 10% 72 10

Total ..ocoevinnnnn $.40

WALT DISNEY PRODUCTIONS (SEP)

MARKET AND DIVIDEND INFORMATION

The principal market for trading Walt Disney Productions
common stock is the New York Stock Exchange. Market and
dividend data for the last two fiscal years are listed below:

Market Price*

1977 High Llow  Dividends
First quarter...........coeeveeeennane. $49%  $39% $ .03
Second quarter...............c.ceuent 47% 33% .04
Third quarter............ccooeennnn.. 37% 32% .04
Fourth quarter..............c......... 41 35% .04
Year ooovieiiiiii 49% 32'% 15
1976

First quarter.........c.cocoovenennnes 50% 39% .03
Second quarter............c.c........ 61 48% .03
Third quarter.........cc.oeveeeenen. 607 48 .03
Fourth quarter..............c......... 55% 45% .03
Year oo 61% 39% .12

*Adjusted for stock dividends

JOHN FLUKE MFG. CO,, INC. (SEP)

PRICE RANGE OF JOHN FLUKE MFG. CO., INC.
STOCK

Quarter High Low
October 1975-December 1975 .........ccceenennen 12% 10
January 1976-March 1976 ......................... 177% 1M17%
April 1976-June 1976 ..ot 17% 13%
July 1976-September 1976................ooenit 16% 15%
October 1976-December 1976 ............c..cue. 157% 13%
January 1977-March 1977 .........cooiiiiinin. 17% 15
April 1977-June 1977 ...ovieiiiiiiiiiiis 16 14,
July 1977-September 1977.......cccoovviniiininnnn 19 14

John Fluke Mfg. Co., Inc. stock is traded on the American
and Pacific Stock Exchanges. Stock dividends totaling 5%
were paid in 1974, 1975, 1976 and 1977. Stock dividends of
3% per year were paid from 1968 through 1973. A two for one
stock split was paid in July 1976. Prices listed above have
been adjusted to reflect the effect of the split.
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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. Statement No. 14 describes the
information to be presented and the formats for presenting
such information. Statement of Financial Accounting Stan-
dards No. 21, issued in April 1978, amends Statement No. 14
by stating that the requirements of Statement 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 1977 financial
statements of the survey companies. In addition to the infor-
mation tabulated in Table 1-3, the following segment informa-
tion was disclosed by the survey companies:

total foreign revenue — 95 companies
total foreign identifiable assets— 53 companies
export sales — 59 companies
sales to major customers — 59 companies

Since Statement No. 14 was effective for fiscal years begin-
ning after December 15, 1976, approximately 40% of the
survey companies were not required to present segment in-
formation as an integral part of their financial statements.
Examples of segment information disclosures follow.

TABLE 1-3: SEGMENT INFORMATION

Industry ~ Geographic

Segments Areas
Revenue ........coccvvvviiiniiiinieninnneen. 324 169
Operating income or 10SS ................... 287 118
Identifiable assets..................oooeieenes 307 161
Depreciation expense ....................... 303 19

Capital expenditures...............cc.eeueene 299 19




Segment Information
Industry Segments

AMAX INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 20: Industry Segments—Information pertaining to
sales, earnings from operations and assets by industry seg-
ment for the year 1977 appears on page 29.

PAGE 29

AMAX Ten-Year Financial Summary—By Business
Segments

(amounts for 1972-1968 omitted)
For the Year
(doltars in millions)

Sales
Molybdenum, nickel and specialty metals .............coceeiiiiininninan..
Base MEtaIS(I) ...ueeninniiiit i e eaee
FUBIS e
QN OF@. . eeee
Chemicals ........ouieniiiiii e
Forest products.........cveirieeiiiiii e
Total SAlES@) «.evnvnrniiiiiei e
Earnings from operations before income taxes
Molybdenum, nickel and specialty metals...........c..ccceieiiiieniinienn.
Base metals(r) ....c.oiniiiniii e
FUBIS e

FOrest Products. ... ...oovviciiin it iiiie e e eaeneienreeneaeaaeanenannn
Unallocated corporate eXpenses............vvueeeereeeunvenernnrennecnnennnne
Earnings from operations before income taxes.............c...ccoeevnnee.
Assets
Molybdenum, nickel and specialty metals ...........cccoeeviiiiiiineininns
Base Metals ........oooiiniiiiiii e
FUBIS ot

FOrest ProdUCTS. .....euueuneeniiriiie et iieet et et e e rie e ere et seeaneanas
Unallocated corporate Gssets .............coevviruieriineieinieeenineennnennes
TOtal GSSES ...evnieninniiieeii i
Capital expenditures and investments
Molybdenum, nickel and specialty metals .............coeevvieviiiiiieennnn.
Base Metals .........oiiiiiiii e
FUBLS et e

Forest products. ... c.oueerieieiiriiie e
COMPOTALE ..enieiiin ittt e e e e e et e e et e e e eaenaes
Total capital expenditures and investments .............ccoevvieennrnne.
Depreciation and depletion
Molybdenum, nickel and specialty metals...........cocvveeeiiiieiiniennnnnns
Base Metals .....c.oveiiniiiiii e
FUBIS e e

FOrest Products. .....cccovuieiririiieiiiiiiiiiie e e
L0 | RN

Total depreciation and depletion...........cccccevvviniiiieiiiniinieneennns

$2,996

$ 101
43

195

20

1976

$ 337

1975

$ 242

17

1973

$ 179
571
134

22
$ 966

$ 3
67

38

(24)
$ 125

$ 339
317
250
168

17

564
$1,655

$ 61
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min 1975, AMAX began recording results from certain commodity exchange sale and purchase transactions as a single net item to improve reporting
of the relationship between sales and costs of sales. Previously, each transaction was recorded as a purchase or sale. Both sales and costs include
$124 million in 1974, and $169 million in 1973 applicable to such transactions; the amounts applicable to prior years were not significant. This change
had no effect on net earnings. Fees and commissions and compensation from RCM have been included as part of Base Metals.

@Sales of molybdenum, coal and copper (excluding charges for copper toll refining and copper commodity exchange transactions) to total sales for

the last five years were as follows

Coal

1977 1976 1975 1974 1973
26% 24% 20% 18% 16%
22 22 24 12 10
17 15 1 17 17

(3Descriptions of the industry segments appear elsewhere in this report. Exploration expenditures have been allocated to each segment and prior
years have been restated. Corporate assets are principally cash and equivalent and investments in Alumax Inc. and other companies.

AMERICAN BILTRITE INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note J: Industry Segments—The Company operates in
three principal industries; industrial rubber and plastics, foot-
wear and flooring. The Industrial Division principally man-
ufactures industrial and fire hose, garden and automotive
hose, sheet rubber packing, matting, pressure sensitive tape,
and flat belts. These products are marketed through dis-
tributors as well as directly to original equipment manufactur-
ers and end users. The Footwear Division produces and
markets heels and soles, selling to shoe manufacturers and

Net Sales and

Business Segments Other Income

Industrial products ..........ccoiiniinnnen.. $ 95,074
Footwear products........cc.cocvuvnennnenes 51,414
Flooring products ........cccoceviinivaenen.. 50,979
Sales elimination..........c.cceeveiniinans ( 4,510)
192,957

Corporate other income ..................... 219
$193,176

Investment in affiliates ......................

General corporate expenses................
Interest eXpense .........cccevevueiniinienines

*Includes provision for plant shutdown and product line rearrange-
ment of $6,587 which dffects the segments as follows: Industrial
$3,020, Footwear $657 and Flooring $2,910.

Amounts included in the above segment information relat-
ing to the Company’s Canadian subsidiary are summarized
as follows:

Net sales and other income...........cooeeiienininnn.n.. $23,667
Sales elimination.........c.oveiniiiiiiiiiiiee s 237
Sales to unaffiliated customers ...........c.ccevevninnennns. $23,430
Operating (J0SS) ....eveveirereriiiieineirenenieeiinenenenes ($ 606)
Identifiable assets.........cccveiiriiiiiiiieiiiiiieans 12,857
Depreciation eXPense ...........vveveerieeeeenerareneeneens 537
Capital expenditures.............coevevveienriniiiiiinnennnee. 1,157

through distributors to shoe repair shops. Sheet vinyl and
vinyl abestos floor coverings are manufactured by the Floor-
ing Division with distribution primarily through floor covering
distributors, retailers and contractors for commercial and res-
idential use. The Company has a Canadian subsidiary which
manufactures and markets products in each of the above
industries.

Following is a tabulation of the 1977 business segment

data:
Operating Identifiable Depreciation Capital
Losses Assets Expense Expenditures
(In thousands)
( $5,505) $ 55,310 $2,250 $4,421
( 666) 20,485 1,345 894
( 3.436) 35,537 1,364 1,620
( 9,607) 111,332 $4,959 $6,935
219
4,680
$116,012
( 596)
( 3,941)
($13,925)

Intersegment and interarea sales are accounted for at
prices which generally approximate cost. Operating profit is
total revenue less operating expenses, excluding interest and
general corporate expenses. Identifiable assets by industry
includes both assets directly identified with those operations
and an allocable share of jointly used assets.
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CHAMPION INTERNATIONAL CORPORATION

(DEC)

NOTES TO FINANCIAL STATEMENTS

Note 14: Business Segments—Information about the
Company’s operations in different businesses for the years
ended December 31, 1977 and 1976 is as follows (See Note
17 regarding discontinuance of Furnishings business and
Note 18 regarding dispositions of certain operating units.):

(in thousands of dollars)
Net Sales to Unaffiliated Customers:

1977 e
1976 o

1977 e
1976 v

1977 s
1976 o

1977 e
1976 e

1977 e
1976 e

1977 i
1976 e

1977 e

Building
Materials

$1,548,000
1,459,956

$ 27,660
22,522

$1,575,660
1,482,478

$ 134,249
100,566

$ 678,755
626,371

$ 57,251
25,193

$ 44,530
40,454

Information about the Company’s operations in different
geographic areas for the years ended December 31, 1977
and 1976 is as follows (See Note 17 regarding discon-
tinuance of Furnishings business and Note 18 regarding dis-

positions of certain operating units.):

(in thousands of dollars)
Net Sales to Unaffiliated Customers:

1977 e
1976 v e

Intersegment Net Sales:

1977 e
1976 e

Total Net Sales:

1977 e
1976 oo

1977 i,
1976 e

1977 i, e
1976 e

1977 o
1976 e

1977 e

u.s.

$2,646,898
2,522,752

$ 2403
4,564

$2,649,301
2,527,316

$ 282,252
262,232

$1,455,719
1,354,084

$ 165,233
71,364

$ 92,785
84,649

Papers
and Milk
Cartons

$1,056,918
1,078,218

$ 1,395
980

$1,058,313
1,079,198

$ 134,753
126,995

$ 780,067
818,481

$ 85,658
77,228

$ 42,691
39,145

Canada

$356,603
330,215

$ 6,902
10,179

$363,505
340,394

$ 20,101
24,132

$198,641
181,503

$ 8,655
5,286

$ 10,112
10,252

Paper
Packaging
Products

$521,703
541,172

$ 304

$522,007
541,172

$ 55,299
71,139

$342,120
339,032

$ 40,185
16,553

$ 22,186
21,901

All Other

$123,120
226,379

$ 1,042
1,092

$124,162
227,47

$ 21,988
12,465

$146,729
248,393

$ 9,206
42,324

$ 6,510
6,599

Eliminations

$ —_

$(29,359)
(23,502)

$(29,359)
(23,502)

$ 24
285

4

Eliminations

$ i

$(10,347)
(15,835)

$(10,347)
(15,835)

$ (6
156

$ (47
(100)

$ —_—

19

Consolidated

$3,126,621
3,079,346

$ —

$3,126,621
3,079,346

$ 324,325
298,985

$1,800,942
1,783,880

$ 183,094
118,974

$ 109,407
101,500

Consolidated

$3,126,621
3,079,346

$ —

$3,126,621
3,079,346

$ 324,325
298,985

$1,800,942
1,783,880

$ 183,094
118,974

$ 109,407
101,500
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A reconciliation of the segment’s information to consoli-
dated amounts is as follows:

(Years Ended December 31)

(in thousands of dollars) 1977 1976
Consolidated segments’ income from OPerations ..............oouuiiiuiiiieiiineiiiinie e $ 324,325 $ 298,985
General COrpoOrate BXPEMSE .......curueuenenitan et ettt ettt inarrarstatssseraaransestenrnnresesns (38,555) (27,615)
Consolidated income from Operations .............ovvuviiiiiiiiiiiiiiiirei e 285,770 271,370
Equity in net income (loss) from real estate and 50% or less owned affiliates............................ 4,491 (114)
Interest and debt expense (net of interest capitalized)..............oooviiiiii (53,725) (58,973)
Other iNCOME (EXPENSEI—BE ....o.\vueeniniiiinitiin ittt ettt et e e st v e et enanes 11,756 2,175
Income before income taxes—continuing OPerations..............oveevuviviiierneriiinnnnieinnaenena, $ 248,292 $ 214,458
Consolidated segments’ identifiable asSets ...........coveiiriiiiiiiiiiiiiii $1,800,942 $1,783,880

Equity in and advances to real estate and 50% or less owned affiliates (exclusive of immaterial vertically
integrated OPEration) .........c..iureneeineniin ettt ettt et 6,761 24,018
Timber, timberlands and corporate SSetS.......cocuvuivvueiieieiiiiiiiiiiirie s 656,954 756,590
L (o T S PO $2,464,657 $2,564,488
Consolidated segments’ capital expenditures...........cc.ceinieveiiiiiiiiiiiiiiiiii e $ 183,094 $ 118,974
Timber, timberlands and corporate capital expenditures............cooooveiiiiiiiiiiiii, 55,628 49,608
Total capital expenditures.............oeuveiiieiiriiniiiii e $ 238,722 $ 168,582
Consolidated segments’ depreciation expense and cost of timber harvested............................ $ 109,407 $ 101,500
General corporate depreciation @XPENSE ..........c.eeueueieneeireeniriintniniirrraeieetiiinueeraaranaes 1,445 1,325
Total depreciation expense and cost of timber harvested............cccovvviviiiniiiniii.l. $ 110,852 $ 102,825

(a) Intersegment net sales are made at prevailing market
prices. The majority of Building Materials’ Intersegment net
sales consists of pulp and chip sales to the Papers and Milk
Cartons and Paper Packaging Products segments. Sales to
foreign customers or to a single customer are insignificant.
The accounting policies described in Note 1 are also applica-
ble to the Company’s business segments.

(b) Corporate identifiable assets and capital expenditures
include the assets and capital expenditures of the Company’s
timber and timberlands operations and the discontinued Fur-
nishings business. General corporate expenses are princi-
pally administrative and general expenses.

The Company'’s timber and timberlands assets (and capital
expenditures) support all segments, but were not allocated to
the various segments because the identification of the
specific timber and timberlands assets associated with any
one segment is impossible to determine and any allocation of
these assets to the segments would be arbitrary. The timber
that has been harvested and transferred as logs or pulpwood
to the various business segments has been included in the
operating results of the segments at cost.

(c) Net income before minority interest of the Company’s
foreign operations for 1977 and 1976 was $20,991,000 and
$5,656,000, respectively, of which $11,091,000 and
$11,073,000, respectively, was attributable to the Company’s
Canadian operations.

Net income after minority interest of the Company’s foreign
operations for 1977 and 1976 was $17,373,000 and
$4,290,000, respectively, of which $7,899,000 and
$7,858,000, respectively, was attributable to the Company’s
Canadian operations.

COLT INDUSTRIES INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 9: Segment Information—The company’s operations
are conducted through divisions within five industry seg-
ments consisting of:

Industrial and Power Equipment—fabricated metal prod-
ucts, weighing systems, industrial diesel engines and acces-
sories, compressors, machine tools and measuring equip-
ment, transformers and firearms.

Materials—specialty carbon and low-alloy steels, stainless
and other special-purpose steels.

Fiuid Control Systems—automotive carburetors, pumps
and aerospace fuel systems and controls.

Industrial Seals and Components—gaskets, packings,
valves, and other devices to prevent leakage and seal out
contaminants.

Shock Mitigation Systems—aircraft landing gear and other
shock mitigation and flight control systems.

Information on the company’s industry segments for the
year ended December 31, 1977 is as follows (in millions):

‘
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Depreciation Additions
Operating Total and to
Industry Segments Sales Income  Assets Amortization  Properties
Industrial and power equipment ............ $ 453 $48.2 $ 29 $ 8.0 $14.6
Materials ...........ccooiiiiiiiiiii, 582 42.8 375 15.9 18.7
Fluid control systems........................ 238 35.4 101 5.9 3.8
Industrial Seals and Components ........... 206 25.3 177 5.6 6.9
Shock Mitigation Systems................... 77 11.0 65 1.5 2.0
Intersegment elimination .................... (31 — — — —
Total segments..........cccovveiviinininnnns 1,525 162.7 1,014 36 46.0
Interest expense..............coccevininenen. — (25.3) — —_ —_
Interest income ........c.ccoeuvininininnnn.. — 5.4 — — —
Corporate unallocated ....................... — (13.6) 98 .2 B
Net sales, earnings before income taxes,
and total assets.......ce.vvvuinieeninn. $1,525 $129.2 $1,112 $37.1 $46.1
Information on the company’s operations by geographic
segments for the year ended December 31, 1977 is as fol-
lows (in millions):
Earnings Before Total
Geographic Segments Sales Income Taxes  Assets
Domestic operations......... $1,404 $123.2  $1,044
Foreign operations........... 138 6.0 132
Intersegment elimination .... 17) — (64)
Total consolidated ........... $1,525 $129.2 $1,112
CUTLER-HAMMER, INC. (DEC)
NOTES TO FINANCIAL STATEMENTS
Note 14: Industry Segment Information—The description
of the industry segments of Cutler-Hammer is contained on
pages 32 to 35 of this report. Intersegment and export sales
are not material in relation to consolidated revenues. Income
from operations represents net sales less operating ex-
penses. Approximately 25 percent of consolidated sales are
for products sold to the United States Government. Financial
information by segments is presented below:
Provision
Operating For Capital
Sales Income  Assets Depreciation Expenditures
(In Millions)
Industrial control................cceuuenes $187.5 $26.3 $138.8 $2.8 $ 4.3
Specialty products ....................... 115.0 16.7 60.4 2.9 4.9
Instruments and systems................ 126.8 13.2 46.9 1.5 1.5
Construction apparatus.................. 87.7 8.9 44.6 . 2.1
517.0 65.1  290.7 8.1 12.8
Unallocated items:
Corporate ........cceevevniiiniinnn, _ (8.1) 44.2 .5 2.1
Interest expense, net ............... — (6.7) — — —
Other ..ooveiieiiiiiean, — (3.5) — — —
Consolidated...............ccceuevnenen.. $517.0 $46.8 $334.9 $8.6 $14.9
Foreign operations (included above—
principally industrial control)........ $ 84.3 $ 50 $ 756 $1.4 $ 2.3

The foreign operations of the Company are widely dis-
persed in Europe, Africa, North and South America and the
Pacific Far East, none of which individually is material in
relation to consolidated revenues or assets employed. The
effect of foreign currency fluctuations on cost of sales,
amounting to $1.6 million, has been charged to foreign opera-
tions.

Corporate items include general corporate management
costs, interest income, interest expense, and income related
to corporate assets. Corporate assets include cash and mar-
ketable securities, the $30.5 million investment in Leeds &
Northrup Company, investments in nonconsolidated af-
filiates, and fixed assets primarily used for corporate pur-
poses.
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THE DOW CHEMICAL COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

Note N: Geographic and Industry Segments—In accor-
dance with the requirements of Financial Accounting Stan-
dard No. 14, somewhat expanded segment information is
presented for 1977. Comparative data on the basis previ-
ously presented, which is unaudited, appears on pages 20,
21, and 30.

The Company conducts its worldwide operations through
separate geographic area organizations which represent
major markets or combinations of related markets. Those
areas and their results for 1977 were (in millions):

United Europe/

States Africa
Twelve months ended December 31, 1977:

Sales to undffiliated customers ............... $3,456.8  $1,618.6
Transfers between areas...................... 534.8 77.7
Total sales and transfers.................. $3,991.6  $1,696.3
Operating income ..........ccovvveenrinennnnes $ 6546 $ 200.5
Profit before income taxes ................... $ 621.7 $ 194
Identifiable assets at December 31, 1977 ..  $3,952.2  $1,932.5

Transfers between areas are valued at cost plus a markup.

There were no direct sales to foreign customers from
domestic operations. However, products exported from the
. United States and sold by the other areas amounted to $602
million in 1977 compared with $567 million in 1976. These
amounts exclude exports of intermediate products valued at
$109 million in 1977 and $100 million in 1976.

During 1977 two new areas were designated: Brazil and
Middle East/Africa. It is anticipated results for the new areas
will be reported separately beginning in 1978.

Aggregation of products into industry segments is gener-
ally made on the basis of process technology and channels of
distribution. The Chemicals/Metals segment embodies chem-
icals, hydrocarbon intermediates and the Company’s mag-
nesium business. The Plastics/Packaging segment includes
large volume polyethylene and polystyrene products as well
as a variety of plastic coatings, films and foams. The
Bioproducts/Consumer Products segment encompasses
human, animal and plant health care products, in addition to
household films and cleaning chemicals.

Industry segment results for 1977 were (in millions):

Chemicals/
Metals

Twelve months ended December 31, 1977:
Sales to undffiliated customers .............ccceveveneinnnn. $3,332.8
Intersegment transfers ...........ccccoeiiiiiiiiiiiininn.. 711.8
Total sales and transfers ..........cccoovveiveinnninnnns $4,044.6
Operating iNCOMe .....iccouuiuieniniiiniirnieniinineinense, $ 597.9
Identifiable assets at December 31, 1977 ................ $4,177.2
DePreciation ......veeeveeriririeerninerereenenrreeneeriaenens $ 321.7
Additions 10 property.........c..cciiiiiiiiiieienenineninnnn. $ 837.4

Transfers between industry segments are generally valued

at standard cost.

Latin
America

$467.8
1.0

$468.8
$ 53.9
$ 26.6
$686.8

Canada

$396.4
25.4

$421.8
$ 64.8
$ 47.8
$697.6

Plastics/
Packaging

$2,146.2

31.2

$2,177.4
$ 370.6
$1.,844.5
$ 1128
$ 2621

Pacific

$294.7
2

$294.9
$ 38.0
$ 43.1
$362.3

Bioproducts/
Consumer
Products

$755.3
3.4

$758.7
$ 43.3
$808.3
$ 44
$ 63.5

Eliminations
and
Corporate
Assets

$(639.1)
$(639.1)

$ 43.8

Eliminations
and
Corporate
Assets

$(746.4)
$(746.4)

$ 845.2

Consolidated
$6,234.3

$6,234.3
$1,011.8
$ 933.3
$7,675.2

Consolidated
$6,234.3

$6,234.3
$1,011.8
$7,675.2
$ 478.6
$1,163.0
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DRAVO CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Segment reporting—Information about the company’s
business segments and geographical areas of operation is
provided on pages 29 and 30 of this report. 1977 financial
data and segment descriptions on these pages are incorpo-
rated by reference in these notes.

Income contribution by segment or geographical area is
total revenue less operating expenses, excluding: general
corporate expenses, interest expense, interest income, in-
come on sales between segments or geographical areas,
income taxes and net earnings or losses of nonoperating
subsidiaries including Dravo Leasing Company.

Tangible and intangible assets identified to a segment or
geographical area, including an allocation of those that are
jointly used, represent the assets employed in the operation
of each segment. Cash, marketable securities, and other as-
sets that are controlled and held for general corporate needs
are included as corporate items.

Financial Review: Business Segments
Revenue and income contribution

(In millions) 1977 1976 1975 1974 1973
Revenve:
Engineering Construction ...........ccoeeeninveninieninanes $529.7 $504.1 $502.8 $326.4 $237.8
Manufacturing .........oooveieiiiiiiiiiiii 200.7 173.9 156.7 121.5 106.0
Natural ReSOUCES .....ccvvvvieiirininiiernineneeerneneneens 36.8 31.0 21.2 19.6 18.6
EQUIPMENT ..o 77.8 56.0 57.4 53.2 43.5
Transportalion .......c.c.eceveiiniiiniininiiiierenenienennes 47.0 47.3 39.2 4.7 28.1
Intersegment itemSs ..........cceviiiiiiiiiiiiiii s (39.8) (77.3) (27.7) (22.8) (18.5)
Total revenUEe «..ovvvvneeiriniiiiiiiiivieeeeeeenenenans $852.2 $735.0 $749.6 $539.6 $415.5
Income contribution:
Engineering CONStruCtion ............ccvvevienvunennennnennen $ 25.5 $ 22.7 $17.2 $ 18.6 $ 2.2
Manufacturing ........coeviniiiiiiiiiii e 15.0 12.5 10.0 1.3 10.0
Natural Resources ..................... et aaaan, 1.0 (1.1) 1.4 1.7 4.7
EQUIPMENT L. e 3.5 2.3 4.5 4.4 2.0
Transportation ..........coeeiriiiniineiiniieieaiieainanaa, 1,2 5.1 1.5 4.2 4.1
Interest eXpense .........covuveiuieiiiniiireeeeenanes (8.2) (8.0) (10.7) 9.1 4.1
Intersegment and corporate items.......................... (8.1) (7.6) (3.2) (2.7) 4.8)
Total pretax iNCOME ........eevvenernirnrinrencnrennnn. $ 29.9 $ 25.9 $ 20.7 $ 18.4 $ 14

Business segments

Dravo operates within five segments—Engineering Con-
struction, Manufacturing, Natural Resources, Equipment and
Transportation. The nature of the business and products and
the current activity of each segment are described on pages
7 through 24. Management’s analysis of revenue and earn-
ings, on page 28, provides additional information on segment
operating results.

Revenue shown by segment includes both sales to nonaf-
filiated customers, as reported on the company’s consoli-
dated statement of income, and intersegment sales, which
are principally at competitive market price. Intersegment
sales for 1977, totaling $39.8 million, are comprised of $3.4
million in Engineering Construction, $33.1 million in Manufac-
turing, $2.9 miillion in Equipment and $.4 million in Transpor-
tation revenues.

Revenue of Engineering Construction, while in excess of
50 percent of consolidated revenue, reflects the segment’s
efforts in the marketing of engineering and construction ser-
vices throughout the world. Application of these talents is not
limited to any particular area and typically encompasses
many different types of projects from year to year. In 1977,
revenue of this segment includes $168.9 million from contract
activity with a customer engaged in the processing of iron ore
for the steel industry.
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Assets Employed as of

Revenue

(In millions) December 31, 1977
Engineering construction ............................
Manufacturing ........ccoveiiiiiiiiiiee 61.8
Natural ResoUrces .............ceevvneivninnennnens 82.1
Equipment ........oooiiiiiiiiii 52.0
Transportation ...........ccceevviiiiiniiienninnnnn... 74.0
Intersegment and corporation items................ 35.1
Total .o
Operations by geographic. areas
(In millions) 1977
United States..........cccovivviiniiiiniiineianne,
FOreign ..ceonenniiiiire e 171.6

Corporate items.............ceeveeiriiininniinnannes
Total ovvnii

Operations by geographic areas

Dravo conducts business on a worldwide scale by (a) ex-
porting from the United States principally its engineering,
technology and construction management services, fabri-
cated and manufactured products, and constructor's equip-
ment; (b) by construction operations in foreign areas; and (c)
by operations of subsidiary companies in foreign areas. Dur-
ing 1977, Dravo’s international business activities, conducted
in about 30 foreign nations, produced revenue of $248 million
compared to $154 million in 1976. This includes $76 million of
exports in 1977 to nonaffiliated customers and nearly $172
million of revenue from foreign operations.

$ 90.7

$395.7

$680.6

$852.2

Capital Depreciaton and
Expenditures 1977 Amortization 1977
$ 24 $ 4.0

1.9 2.6

3.5 3.3

.9 .6

8.8 3.7

(2.1) 4

$ 15.4 $ 14.6

Income Assets Employed as of
Contribution 1977  December 31, 1977

$ 341 $325.6
10.4 22.6

(14.6) 47.5

$29.9 $395.7 -

FMC CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 12: Industry segments—The Financial Accounting
Standards Board in December, 1976 issued Statement of
Financial Accounting Standards No. 14, “Financial Reporting
for Segments of a Business Enterprise” (FASB 14). FASB 14
requires FMC to report for fiscal years beginning after De-
cember 15, 1976 information about the components of FMC's
operations engaged in providing related products (referred to
as industry segments), its foreign operations, export sales
and major customers. Information about foreign operations
and export sales is presented in Note 13.

FMC operates worldwide in six industry segments: Food
and Agricultural Machinery and Chemicals; Industrial Chemi-
cals; Material and Natural Resource Handling Equipment;
Construction and Power Transmission Products; Govern-
ment and Municipal Equipment; and Special Products. The
operations in each of these segments are described on
pages 6 and 7 of this annual report.

Sales of industry segments include both sales to unaf-
filiated customers and intersegment sales which are re-
corded at normal selling prices. Such intersegment sales are
not significant to the total revenue of any individual industry
segment. Operating profit is total revenue less operating ex-
penses. In computing operating profit, none of the following
items has been added or deducted: general corporate in-
come and expenses, interest expense, income taxes, equity
in net earnings of affiliated companies, loss from discon-
tinued operations, or minority interest. Identifiable assets by
industry segment are those assets that are used in FMC's
operations in each segment. Corporate assets are principally
marketable securities and investments in affiliated com-
panies.
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No single customer accounted for more than 10% of sales,
except sales to various agencies of the U.S. Government
which in the aggregate totaled $232,067,000 in 1977 and
$261,278,000 in 1976. These sales are made primarily by the
Government and Municipal Equipment operations.

Operations by indus-
try segment
(Dollars in thousands)

Food and Material and
agricultural natural  Construction  Government
machinery resource and power and
and Industrial handling  transmission municipal Special FMC
chemicals  chemicals equipment products equipment products Eliminations consolidated
Year ended
December 31, 1977:
Sales .......coue...n. $406,773  $582,429 $540,503 $351,986 $348,427 $84,941 $(22,844) $2,292,215
Operating profit...... $ 32,672 $113,162 $ 44,193 $ 11,552 $ 44,879 $ 4,614 $ 2 $ 251,074
Other* ............... (47,255)
Income before income
taxes.............. $ 203,819
Identifiable assets.... $381,578  $506,492 $318,998 $324,613 $120,955 $47,558 $ (773) $1,699,421
Corporate assefs..... 422,122
Total assets at De-
cember 31, 1977 2,141,533
Depreciation ......... $ 14977 $ 34,193 $ 8,805 $ 12,558 $ 4,37 $ 1,723

Capital expenditures. $ 47,278 $ 58,923 $ 20,706 $ 25,680 $ 11,332 $ 2,769
Year ended
December 31, 1976:

Sales ......cecenennn $374,443  $523,356 $497,598 $319,680 $312,711 $73,840 $(35,751) $2,065,877
Operating profit ...... $ 24,354 $137,780 $ 41,636 $ 8,993 $ 31,491 $ 1,389 $ 48 $ 246,061
Other* ......ceenene. (55,625)
Income before income

taXes.....oouennenn $ 190,436
Identifiable assets.... $292,028 $422,846 $285,323 $289,165 $103,658 $46,725 $ (948) $1,438,797
Corporate assefs..... 480,756
Total assets at De-

cember 31, 1976 $1,919,533
Depreciation ......... $ 12,000 $ 28,335 $ 6,292 $ 8,993 $ 3,469 $ 1,370

Capital expenditures. $ 49,475 $ 24,463 $ 16,406 $ 14,257 $ 5,247 $ 1,298

*Includes general corporate expenses and other income, interest expense and equity in net earnings of offiliated companies as shown in the
accompanying consolidated statement of income.
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Note 13: Foreign operations—Foreign operations by geo-
graphic area are presented in conformity with Statement of
Financial Accounting Standards No. 14 (see Note 12).

Operations by geographic area
(Dollars in thousands)

Latin America

United States
Year ended December 31, 1977:

Sales to unaffiliated customers ................... $2,040,405
Transfers between geographic areas ............ 33,987
Total sales......ccvviiveiieiiiiiiiiiiiiiiens $2,074,392
Operating profit..........ccooooeviiiiiiinni.. $ 231,658
Other™ .o

Income before income taxes......................

Identifiable assets.............c.coooiiiiiiiiinn.. $1,443,932

Corporate assets.........coceevneniiiiniiiirennen.
Total assets at December 31, 1977.............

Year ended December 31, 1976

Sales to unaffiliated customers ................... $1,860,970
Transfers between geographic areas ............ 25,719
Total sales.......ooveneiiiiiii et $1,886,689
Operating profit...............ooooviiniin, $ 218,716
Other™ e e

Income before income taxes......................

ldentifiable assets........cccovevriieiiiiinininenns $1,295,853

Corporate asSetS........ccveeevervnvnvnirennennnens
Total assets at December 31, 1976 .............

and Canada

$108,951
3,036

$111,987
$ 8,703

$ 82,248

$ 95,549
1,023

$ 96,572
$ 15,560

$ 63,405

Western
Europe

$125,319

6,282
$131,601
$ 8,960

$160,002

$ 89,860
3,076

$ 92,936
$ 8,675

$ 63,207

Asia,
Africa
and others

$17,540
225

$17,795
$ 1,503

$15,152

$19,498

490
$19,988
$ 3,255

$18,651

Eliminations

$ —

(43,560)
$(43,560)
$ 250

$ (1,913)

$ —

(30,308)
$(30,308)
$ (145)

$ (2,319)

FMC
consolidated

$2,292,215
$2,292,215
$ 251,074

(47,255)
$ 203,819
$1,699,421

442,112
$2,141,533

$2,065,877
$2,065,877
$ 246,061

(55,625)
$ 190,436
$1,438,797

480,756
$1,919,553

*Includes general corporate expenses and other income, interest expense and equity in net earnings of affiliated companies as shown in the

accompanying consolidated statement of income.

Export sales to unaffiliated customers are summarized by
destination of sales as follows:

(Dollars in thousands)

Latin Middle

America Western East and

and Canada Europe Africa

1977 e, $83,192 96,845 127,314
1976 ..ouennn..n. $79,697 67,247 189,394

The net assets and net income of consolidated foreign
subsidiaries (including investments in, and equity in earnings
of, foreign affiliates) were as follows:

1977 1976

(Dollars in thousands)
Net assets at year-end.............. $147,415 $114,487
Net income ........cccevvvnvneninnnnn, $ 12,893 $ 18,269

Dividends of $6,502,000 in 1977 and $6,362,000 in 1976
were received from such foreign operations. Foreign cur-
rency exchange adjustments amounted to a pre-tax loss of
$8,765,000 in 1977 and $1,135,000 in 1976.

Asia and
Others Total
77,579 $384,930
45,375 $381,713
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GENERAL SIGNAL CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 10: Net Sales, Operating Income and Identifiable
Assets by Product Group*

(in thousands) 1977
Net sales:

Environmental and industrial process controls................. $318,572
Transportation controls............ccoevevieiiiivineenennnnnn. 228,280.
Energy distribution and control ..................cceeiiennnll. 277,279
Home appliances...........coovviiiiiniiiiiiiiiiiniiieeeeenn, 51,382
TOtal e e $875,513
Operating income (loss):

Environmental and industrial process controls................. $ 47,452
Transportation controls...........ccvveeviieniiiiiinennennn.. 33,301
Energy distribution and control .................ccocviiinnnn. 28,740
Home appliances............ccocooiiiiiiiiniiiiiiiiiiniineeans 4,592
Total oo $114,085
Equity INCOME «..vvveneiiii e 1,241
Inferest eXpense ...........covveeiiiiiiiiiiiiii e, (6,850)
Corporate eXPeNSES ........ccvevevneenieeiieninirnineeniaenaans (11,739)
Earnings before income taxes ...............c.ooiiiiiiininl. $ 96,737
Identifiable assets:

Environmental and industrial process controls................. $188,046
Transportation controls...........ccoevveieiiininiininennnnnnen. 106,437
Energy distribution and control ............c.o.oeiiiiiiinnn.l. 161,397
Home applianees...........coooviiiiiiiiiiiiean 31,748
TOtal e $487,628
General corporate assets ...........ccccceeueinininiinnenannnnns 102,270
Investment in affiliates ...l 11,083
TOtal GSSEES ..ovnernirneiriie i it e e e e eeneanas $600,981
Depreciation and amortization:

Environmental and industrial process controls................. $ 5,375
Transportation controls...............cceeveviiininienininnnnn. 3,350
Energy distribution and control ...............oooeiiniiininin. 3,964
Home appliances..........coevviviiiiiiinii v, 1,556
Capital expenditures:

Environmental and industrial process controls................. $ 9,960
Transportation controls...........ccveveerieenineiininnennninnns 4,106
Energy distribution and control ...............coeeniiinninnnn. 6,355
Home appliances...........ccovveiiiiiiiiiiiiiiiiineneennes 1,496
Equity in offiliates:

EQUity INCOME «..eeeetiii e $ 1.241
Investment in affiliates ..................cooiinL 11,083

1976

$306,840
183,924
259,756
47,362

$797,882

$ 44,853
22,443
27,124

967

$ 95,387

519
(6,258)
(11,312)
$ 78,336

$170,905
97,966
151,395
31,010
$451,276
73,133
9,556

$533,965

$ 4,59
3,332
3,919
1,566

$ 9,830
4,440
5,725
1,152

$ 519
9,556

1975

$261,820
179,563
224,310
38,215

$704,908

$ 34,485
18,794
21,285

1,126

$ 75,690

286
(7,288)
(8,518)
$ 60,170

$167,871
96,314
136,632
31,548
$432,365
37.11
10,758

$480,234

$ 3,664
3,025
3,652
1,421

$ 10,791
4,723
4,773
1,166

$ 286
10,758

1974

$196,089
160,896
235,017
47,124

$639,126

$ 24,107
19,490
23,548

(104)

$ 67,041

1,109
(8,517)
(8,026)
$ 51,607

$153,197
93,909
139,633
35,917
$422,656
25,972
11,107
$459,735

$ 3,035
2,792
3,230
1,413

$ 7,433
3,506
7,336
2,204

$ 1,109
11,107

27

1973

$148,388
135,255
207,698
52,543

$543,884

$ 16,006
17,072
23,673
1,412

$ 58,163
1,422
(3,605)
(7,947)

$ 48,033

*k

123

$384,585

$ 2,657
2,636
2,938
1,195

$ 10,802
3,167
3,746
4,068

$ 1,422

*Adjusted to segregate corporate expenses, interest expense and equity income in accordance with Financial Accounting Standards Board

Statement No. 14.
**Details not available.
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MCA INC.
Consolidated Statement of Income
1977 1976
Revenues
Filmed entertainment ........ $561,368,000 $506,919,000
Records and music publish-

NG ceveiniierieiienns 99,800,000 112,378,000
Retail and mail order........ 136,520,000 117,235,000
Other operations............. 79,947,000 66,386,000

877,635,000 802,918,000
Costs and Expenses of

Operating Divisions
Filmed entertainment ........ 454,000,000 406,285,000
Records and music publish-

NG eriiieeiineeeneenes 87,734,000 90,652,000
Retail and mail order ....... 120,291,000 102,909,000
Other operations............. 64,028,000 52,918,000

726,053,000 652,764,000
Operating Income of Divi-

sions
Filmed entertainment ........ 107,368,000 100,634,000
Records and music publish-

(1177 [N 12,066,000 21,726,000
Retail and mail order........ 16,229,000 14,326,000
Other operations............. 15,919,000 13,468,000

$151,582,000 $150,154,000

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 2: Business Segments and International
Operations—The Company’s busineéss activities consist of
four business segments: filmed entertainment, records and
music publishing, retail and mail order and other operations.
A description of these business segments is included on
page 1 of this annual report. The revenues and operating
income of each of these business segments are separately
reported in the consolidated statement of income. Revenues
between segments are insignificant.

A substantial amount of MCA’s revenues are from the
three national television networks and their affiliated com-
panies. Revenues from thse television networks were
$191,726,000 in 1977 and $166,460,000 in 1976.

Certain segment financial information follows (in
thousands of dollars):

1977 1976
Identifiable Assets
Filmed entertainment (including investment
N CIC) e $474,865  $385,369
Records and music publishing............... 50,011 46,840
Retail and mail order........................ 55,867 46,683
Other operations (including investment in
Columbia Savings and Loan) ............ 144,013 104,018
694,756 582,910
Corporate assets (primarily certificates of
deposit and short term investments)... 182,032 144,595
$876,788  $727,505
Capital Expenditures
Property, Plant and Equipment
Filmed entertainment ........................ $ 6714 $ 6,345
Records and music publishing............... 2,018 1,735
Retail and mail order........................ 4,475 5,482°
Other operations...............cccoeienenen. 5,461 5,345
COrporate ........cocevuvniniiiiiiininiinns 7 114

18,675 19,021
Less—retirements, sales and intersegment
fransfers........cocovviiiiniiiiiinininn, 1,154 2,781

$ 17,521 $ 16,240
Depreciation and Amortization
Plant and Equipment

Filmed entertainment ........................ $ 598 $ 4,987
Records and music publishing............... 932 592
Retail and mail order........................ 2,11 1,850
Other operations..........c.c.oovuvvveeenenens 2,754 2,730
COrporate .......evvenecneneneiivnnnnnnenens 62 63

$ 11,847 $ 10,222

The consolidated financial statements include the following
amounts of the Company’s fully consolidated foreign sub-
sidiaries (in thousands of dollars):

1977 1976
Revenues
Export Revenues
EUFOPE covivieieiiieenen e iieeeenans $ 45,761 $ 63,173
Western Hemisphere (excluding United
SHAtES) v 51,626 55,665
ASIO oot 24,540 34,275
Other ..o 11,016 14,170
132,943 167,283
Foreign Revenues................cooveenne. 32,420 26,635
$165,363  $193,918
Net ASSEIS....ovuiurenienieerieiineriennns $100,385 $ 76,652
Net InCOMe ..ovvvvrereieeeiieeiieeeeenenes $ 16,306 $ 20,609

Export revenues are foreign revenues produced by identi-
fiable assets located in the United States while foreign rev-
enues are generated by identifiable assets located in foreign
countries.

The above net income of fully consolidated foreign sub-
sidiaries is net of both foreign and United States income
taxes. The provision for income taxes on foreign earnings
includes full provision for both current and deferred federal,
state and foreign income taxes at prevailing tax rates based
on pretax income.

Foreign currency translation gains and losses included in
the determination of net income have not been significant.
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PHELPS DODGE CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 13: Segment Reporting—Information regarding
segments of the Corporation’s business is reported on the
top of pages 16 and 17 of this Annual Report and is an
integral part of these financial statements.

BUSINESS SEGMENTS (1976 AMOUNTS OMITTED)—

Our business consists of three segments: Primary Metal,
Manufacturing and Energy. The principal activities of each
segment are described below, and the accompanying table
presents our results of operations by segment. Investments,
including Consolidated Aluminum Corporation, are not in-
cluded in any business segment.

Primary Metal includes copper mining, smelting and refin-
ing, copper rod rolling (conducted by our subsidiary, Phelps
Dodge Industries, Inc.) and activities related to our mining
and smelting operations. Our copper is sold mostly to others
as refinery shapes or rods, and also to our manufacturing
divisions. Primary Metal also includes smelting and refining
copper and rolled copper into rod for others on a toll basis,
producing small quantities of gold, silver and other precious
metals and copper chemicals, principally as by-products, and
sulfuric acid from air quality control facilities.

Sales and other operating revenues—unaffiliated customers.................
Intersegment Sales............cocuiiiiiiiiiiiieii s

TOtal FEVENUEBS . .uvveeieitinit it eeenens

Costs and operating expenses

Costs and expenses exclusive of items shown below ....................
Intersegment COSS.......uvuvuiiriiiiiieiiet et
Exploration and research expense .............ccoeviiiiiiiiiniiiinnnn.
Selling and general administrative expense ..............c.cccuveunnennnns
Depreciation, depletion and amortization..................ocevevuennnnnns

Operating income (loss) from segments...............cccovevinvinineininnnn...
General corporate BXPENSES ...........ocuvverniurinerninieiniinenienannens

Operating INCOME ......cuuiniiniiii e e
INterest EXPENSe ........evuiuniiiiiiei e
Non-operating income, Net..........ccceeveiueiineeeneeinneinieiieiiineeenss
Provision for taxes on iNCOME..............cocuvviiuniiiniiniiiiiinianens

Income before extraordinary item..............cccoveiiiiiiiiiiieiiiins
Extraordingry ifem...........coviieiiiiiiiiiie

NEt INCOME ..ot e

Corporate assers................ooiiiiiiiiiiiiiiiiiiiiiii e e
Intersegment profit in inventory..............cocoeeiviiiiiiii .

Total assets at December 31 ..........oviinieinieiiiee e,

Manufacturing encompasses the operating divisions of
Phelps Dodge Industries, Inc. (except for rod rolling) which
manufacture a broad range of copper and copper-alloy prod-
ucts. Major products include magnet wire, power cables,
building wire, telephone cables, copper tubing, bare and
stranded wire, and castings, bushings and fittings. Non-
operating income for 1976 includes a provision for losses
related to Manufacturing (see Note 5 to Consolidated Finan-
cial Statements).

Energy includes exploring for and mining and milling
uranium ore, principally by our subsidiary, Western Nuclear,
Inc. Another subsidiary explores for oil and gas domestically.
Non-operating income for 1977 includes a net gain on trans-
actions related to Energy (see Note 5 to Consolidated Finan-
cial Statements).

Intersegment Sales reflect the transfer of our copper from
Primary Metal to Manufacturing at producer price plus a rod
rolling charge generally equal to that charged to others.

Year 1977
(In thousands of dollars)
Primary

Metal Manufacturing Energy Total
... $ 453,184 $474,476  $ 31,725 $ 959,385

111,857 — —

565,041 474,476 31,725
oo 460,956 302,09 21,698 784,745

— 111,857 —
10,160 2,948 8,328 21,436
2,493 24,412 1,621 28,526
38,601 9,115 4,501 52,217

512,210 450,423 36,148
$ 52,831 $ 24,053  $( 4,423) 72,461
(10,536)
61,925
(48,420)
14,358
(6,000)
(5.813)
16,050
1,830
$ 17,880
$1,295,777 $269,162  $124,695 $1,689,634
183,217
(12,932)
$1,859,919
$ 56,549 $ 9,980 $ 45,353 $ 111,882
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STANDARD OIL COMPANY (INDIANA)

Statement of Information by Industry Segment and
Geographic Area

For the Years 1977 and 1976
Petroleum Chemical Other  Intersegment
Industry Industry Industries Eliminations Consolidated
(Dollars in thousands)
Industry Segment—

Year 1977

Revenues other than intersegment sales ...................... $12,568,703 $1,570,086 $ 12,179 $ —  $14,150,968
Intersegment Sales........covvviiiiiniiiiiiieiieeireenenes 378,154 57,746 — (435,900) —
Total SEgMENt rEVENUES ... ..cciviiiiiieiniiiiiirireneananennens $12,946,857 $1,627,832 $ 12,179 $(435,900) 14,150,968
Corporate revenues and equity earnings ...................... 85,494
Total revenues ..........ocuviniuiiniiiiiiiniieiieieiiesneneanes $14,236,462
Operating profit.........cccovveiveiiiriiiiinerereerieeeenns $ 2,675,869 $ 91,69 $(61,862) $ 2,705,698
Equity in earnings of others .................cceiiiieeninnnes 21,116 2,112 1,266 24,494
General corporate (expenses) iNCOME ..............c.ccevvene. 2,865 687 26 3,578
INtErest EXPENSE ......uvuvuirieriireneaeniernenreeenenienenes (156,642) (37,542) (1,448) (195,632)
Income before income taxXes...........o.eevevieneneinecnnnnns 2,543,208 56,948 (62,018) 2,538,138
INCOME HAXES .. euininrneneniniiiireeeeeeeeerereniiencnanes (1,519,268) (17,323) 10,028 (1,526,563)
NEt INCOME cuvrireniiitiiiieee i eiier e eeeeaeaenserenenans $ 1,023,940 $ 39,625 $(51,990) $ 1,011,575
Identifiable assets.........cocoeveiiiiiiiiiii e $ 9,063,248 $2,063,267 $113,815 $ (52,517) $11,187,813
Equity INVESIMENtS......veuieniiiiinieiieiienieieneienieans $ 75,594 $ 43,492 $ 18,793 137,879
Corporate asSetS.......c.c.vuveeieneninenrenireieniinenenes 1,558,594
TOTAl GSSEES . ovnvnrniiiiniiiiiiaiieereereeeneenrareeaenenes $12,884,286
Capital expenditures...........c.coveeeiviieniiieniiiiniinennine, $ 1,170,376 $ 269,839 $ 2,968

Depreciation, depletion, amortization, efc. ................... $ 690,206 $ 100,572 $ 5,758

Year 1976*

Revenues other than intersegment sales ...................... $11,158,424 $1,429,037 $ 9,154 $ —  $12,596,615
Intersegment SalES...........ouviiiiiiiiiniiieiiieeeenenes 292,628 64,153 — (356,781) —
Total SEgMENT reVeNUES.......eviuvrireenenrieeinreseenenens $11,451,052 $1,493,190 $ 9,154 $(356,781) 12,596,615
Corporate revenues and equity earnings ...................... 71,496
Total FEVENUES ..c.vivinitiiiiiiiieeeee e e eeeneneneenes $12,668,111
Operating profit.........couveiiniieeiiiiiircceee $ 2,328,101 $ 112,061 $(72,413) $ 2,367,749
Equity in earnings of others ...............coociiiiiiniininnnn, 22,677 3,069 (272) 25,474
General corporate (expenses) iNCOME ........c.cveveveernenenns (22,111) (4,456) (117) (26,684)
Interest eXPense .....c.c.vueeieiiieiiiiiiiiiiiiei e (153,674) (30,972) (816) (185,462)
Income before income taxes...........cceviveeniiiiinuennnns. 2,174,993 79,702 (73,618) 2,181,077
INCOME TOXES ...uivnenerirnereetirnenereenerererernraaeneanaenans (1,303,253) 7,94 2,442 (1,292,897)
Net INCOME ...euieenitii it r e e eeeeenianeanens $ 871,740 $ 87,616 $(71,176) $ 888,180
Identifiable assets...........cocoiiiiiiiiiiiiiii e $ 8,528,452 $1,832,737 $153,851 $ (75,264) $10,439,776
EQUitY INVESTMENTS .....eveieinieieeeirireneereieneenenes $ 73,514 $ 33,057 $ 13,939 120,510
Corporate aSSEts.........ocuviuieeininreiiiiiierirnnenennenenns 1,088,872
TOtal ASSES .onenenieinieieiiiii it ee e e eeneneaaaaas $11,649,158
Capital expenditures..........ccccevvuviiieiiieinnenieninienenns $ 1,031,515 $ 368,847 $ 11,520

Depreciation, depletion, amortization, efc. ................... $ 619,008 $ 87,040 $ 4,680
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Geographic Area—
Year 1977

United Intergeographic
States Canada

Overseas Eliminations Consolidated

(Dollars in thousands)

Revenues other than intergeographic sdles.................... $10,645,944 $568,543 $2,936,481 % —  $14,150,968
Intergeographic sales..........ccoevviiiiiiiiiiniiiiieans 55,092 79,641 2,048,778 (2,183,511) —
Total segment revenuUES...........ccoevveneiiieinenenennenenennns $10,701,036 $648,184 $4,985,259  $(2,183,511) 14,150,968
Corporate revenues and equity earnings ...................... 85,494
Total revenues ........ccuvvieniiiiiiiiiiiei e e, $14,236,462
Net INCOME ...evuiniiieiiie e $ 736,674 $ 84,181 $ 190,720 $ 1,011,575
Identifiable assets............cccoiiviiiiiiiii s $ 7,489,288 $760,639 $3,227,153  $ (289,267) $11,187,813
Equity investments.............coooveveiiiiiniiiiiiieennes $ 70,451 $ — $ 67,428 137,879
Corporate asSets.........c.oevriieeaeieeirieireeeeannas 1,558,594
Total ASSES ...eveeeieviiiieie e $12,884,286
Year 1976

Revenues other than intergeographic sales.................... $ 9,599,011 $400,570 $2,597,034 —  $12,596,615
Intergeographic sales.......c.oovveeiiiiiiiiiiii 53,483 105,001 1,535,150 (1,693,634) —
Total segment revenues............cocveeniininininininnennn.. $ 9,652,494 $505,571 $4,132,184  $(1,693,634) 12,596,615
Corporate revenues and equity earnings ...................... 71,496
Total revenues ...........ooviviiineiiiii i $12,668,111
NEt INCOME ..oveee e $ 751,723 $ 79,657 $ 56,800 $ 888,180
Identifiable assefs.............ccccevvveiiniiniiiiee, $ 6,946,481 $625,453 $3,059,435 $ (191,593) $10,439,776
Equity investments..............ccveiiiiiiiiiiiiiieea $ 62,161 $ —_ $ 58,349 120,510
Corporate SSerS.......c.ouviiiiieiiiiier e eeeeeiaes 1,088,872
Total ASSETS eovriiiiie e $11,649,158

*Restated—(Refer to Financial Review).

Intersegment and intergeographic sales are accounted for
at prices which approximate arm’s-length market prices.
Operating profits include all revenues and expenses of the
reportable segment, except for general corporate expenses
net of corporate revenues, interest expense, income taxes,
and equity in earnings of unconsolidated companies. General
corporate expenses, net of related revenues, and interest
expense are allocated based on the amount of capital
employed in the applicable segment or geographic area. In-
come taxes are generally assigned to the reportable segment
or geographic area whose operations give rise to the tax
effects. Equity in earnings of unconsolidated subsidiaries and
other investees is attributed to the industry segment and
geographic area in which the companies operate. Such

amounts applicable to geographic areas were as follows:
1977—United States $15,598,000 and overseas $8,896,000;
and 1976—United States $13,651,000 and overseas
$11,823,000.

Identifiable assets are assets used in the operations of
each segment or area, including intersegment or intergeo-
graphic receivables. Corporate assets are these assets not
used in the operations of a specific segment, and consist
primarily of cash and marketable securities. Intersegment
and intergeographic sales and receivables are eliminated in
determining consolidated revenue and identifiable asset to-
tals.
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Foreign Operations

AMERICAN HOME PRODUCTS CORPORATION
(DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-

MENTS
Note 9: Company Data by Industry Segment-1977

Prescription

Drugs
Sales 10 CUSIOMENS ........cciiiuiniiriiiiiiii e cananens $1,116,262
Operating iNCOME ... ..oueuiriieiiieeiienaieeenenenrnanenen $ 329,743
General corporate income, net of expenses ..................
Income before federal and foreign taxes on income..........
Identifiable assets at December 31, 1977 .................... $ 561,042
Adjustments and eliminations..............cccoeviiiivniininnn..
Corporate SSETS ... .c.ouiueuvureeneiiinenineneneeeerenanenenes
Total assets at December 31, 1977 ........c.ccovvininninnns
Depreciation EXPense ...........ceeueruvenerneeniennenireneennes $ 13,349
Capital expenditures...........ccveueeiiiiiiininiieneneninnnnes $ 24,215
For a description of the products in each industry segment
see pages 3 to 9 herein.
Sales between industry segments are immaterial.
Note 10: Company Data by Geographic Segment-1977
United
States
Sales 10 CUSIOMErS .....ouveeeeiiieeiiiieeiieiiicee e, $1,972,144
Operating iNCOME .......cuevuiniininiininiiiiiiniiieienie, $ 426,944
General corporate income, net of expenses ..................
Income before federal and foreign taxes on income..........
Identifiable assets at December 31, 1977 .................... $ 776,150

Adjustments and eliminations ..............ooceeiiiiinianen.
Corporate aSSetS.......eueueeeeieiiiieiieiiiii e

Total assets at December 31, 1977 ....ovvniirivniiiininnnnn.

Sales between geographic segments are immaterial.
Foreign exchange adjustments which are included in Operat-
ing Income in Notes 9 and 10, and in Other Income, Net, in
the Consolidated Statements of Income on page 13, resulted
in net charges to income of $10,167,000 in 1977 and
$20,113,000 in 1976.

Packaged Food
Medicines Products
(Thousands of Dollars)

$ 407,355 $ 596,622
$ 82,552 $ 78,478
$ 131,890 $ 179,760
$ 2,886 $ 5,676
$ 4,553 $ 6,321
Canada and Europe
Latin America and Africa
(Thousands of Dollars)

$ 381,990 $ 443,007
$ 48,095 $ 95,104
$ 192,365 $ 260,342

Household
Products &
Housewares
$ 747,663
$ 90,509
$ 372,755
$ 13,596
$ 23,119

Other

Foreign
$ 70,761
$ 11,139
$ 44,667

Consolidated
Totals

$2,867,902
$ 581,282
15,155

$ 596,437
$1,245,447
(5,185)
371,043
$1,611,305

Consolidated
Totals

$2,867,902
$ 581,282
15,155

$ 596,437
$1,273,524
(33,262)
371,043
$1,611,305
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MONSANTO COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

Segment Information—Financial Accounting Standards
Board Statement No. 14 requires disclosure of certain indus-
try and world area “segment” data. Accordingly, the Operat-
ing Company and World Area data appearing on pages 40
and 44 of the Financial Review Section of this Annual Report
are an integral part of the accompanying financial state-
ments.

FINANCIAL REVIEW

Operating Company Data
Selected Financial Information

(Dollars in millions, except per share)

Operating Depreciation, Research
Net Income Total Obsolescence Capital and
1977 Sales (Loss) Assets and Depletion Expenditures Development
Agriculture Products.......c.ccooeviviiiiiiiiiiiienennn. $ 654.0 $273.4 $ 576.6 $ 29.6 $ 81.2 $ 19.6
Chemical Intermediates..............ocvveninininenenen. 505.0 132.3 715.4 41.0 208.4 15.9
Commercial Products .......cccoviviiiiiiiiiiiiiiinnes 385.4 (15.2) 280.8 48.5 22.0 24.0
Industrial Chemicals ...........ccoeeviiiiiiiiinne. 1,054.6 209.7 691.7 43.5 80.2 23.0
Plastics & ReSINS .....ccvvvvvriiieiriiiiiiiniiinenene, 1,111.2 76.3 891.9 50.4 86.4 24.2
TeXtles .ovieeiii i 884.3 (39.0) 1,011.2 82.0 127.2 25.6
Eliminations .........ocoviiiiiiiiii e (1.1) 3.1)
Unallocated corporate expenses........................ (26.7) 1.0
Total Operating ........ccovvveveeiinininiiiennns 4,594.5 609.7 4,164.5 296.0 605.4 132.3
Income charges (credits) .............ocovviiiiinininnn.. 86.0
Nonoperating assets ...........cccceeeiviiinininininnnn.. 185.6 1.7
Total COMPANY ....ovviveeeiiieiieieiereenns $4,594.5 $523.70)  $4,350.1 $296.0 $607.1 $132.3
1976
Agricultural Products ........cccooviieiiiiiiiniane. $ 573.2 $240.6 $ 460.6 $ 13.2 $127.0 $ 15.7
Chemical Intermediates.............coovvvininininennnnns 476.2 152.6 593.9 43.7 175.9 12.8
Commercial Products ........ccoevviviininiiiininennne. 398.2 (0.1) 291.2 27.5 321 21.4
Industrial Chemicals ..........cocoeviiiiiiiiiiininnn.. 950.4 206.6 588.6 35.1 79.1 21.7
Plastics & ReSiNS .......cccvvveveiniiiiiiniiiiienenene, 1,018.7 100.8 752.9 36.8 82.2 17.9
TeXHIES eneenininen s 853.5 (1.2 947.5 69.2 147.8 24.8
Eiminations ........ooviieiiiiiiiiie e (6.8) 0.7)
Unallocated corporate expenses........................ (24.7) 0.5
Total Operating ..........ccveveeeiniiniiniinnnnnn. 4,270.2 667.8 3,634.0 226.0 644.1 114.3
Income charges (credits) ...........ccoovviviiieiinennn.. 50.1
Nonoperating assets ..........cocevvviveriiiinniinnnnnn. 3251 2.7
Total CompaNy ......c.oeveiineiiiiiiiiiiieenens $4,270.2 $617.70)  $3,959.1 $226.0 $646.8 $114.3

(income before income taxes.

The principal product lines included in each operating
company are shown as the “Sales by Product Group” data
on page 43. Total sales between operating companies made
on a market basis were $195.0 and $181.7 for 1977 and
1976, respectively. These sales were not significant for any
operating company except Chemical Intermediates ($127.2
for 1977; $123.8 for 1976) and Industrial Chemicals ($40.5
for 1977; $36.2 for 1976).

Included in Commercial Products’ operating loss for 1977
was a $35.6 charge related to the Cycle-Safe container. Tex-
tiles’ and Plastics & Resins’ operating results for 1977 in-
cluded $11.7 and $7.0 charges, respectively, related to ter-
minating or divesting certain product lines. Included in Tex-

tiles’ operating loss for 1976 was a $12.4 charge resulting
from the closing of a plant. Commercial Products’ operating
loss for 1976 included a $9.4 charge resulting from the accel-
eration of provisions for obsolescence of certain machinery
and equipment.

Intercompany receivables and profit derived from inter-
company sales were the principal items reflected as elimina-
tions in arriving at the consolidated totals. Certain corporate
expenses, primarily those related to the overall management
of the Company, were not allocated to the operating com-
panies. Nonoperating assets principally include cash, short-
term securities and time deposits, and investments.
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World Area Data
Selected Financial Information

1977

United STatES . ..ovteieiie ettt
BUFOPE onitiiiii i e
Other EX-USA ..ot e reene v e e eneaaens
ENMINGHIONS ..onenenie et ee b eenes
Unallocated corporate eXpenses..........covuvereruieeirninenenininiiiinenanes

Total OPerating ........coveveniininiininieieiiiiiiiiii e
Income charges (Credifs) ......ocvveevrerinieniniienniieeiiien e eneniaenns
NONOPErating GSSeIS ... .cuviverineniiiiin i

Total COMPANY ..enetinienitie et iiie e et eaeeeeeareeeneaeaenans

1976

United SHateS ......ueuieniete it
BUPOPE ...
Other Ex-USA ... .o
EMInGtions ........oininiiiii
Unallocated corporate eXpenses..........oc.eeeenivierimniiiiiniiniinieeninns

Total Operating .........ccveeriininiiiiiciiiiiii s
Income charges (credits) ........ocveieiiiiiiiicii
NONOPErating aSSES .. ..vvuineniieiniiniiiiiriiseiiiiiiie s

Total CoMPANY .....eneiiniit et

(mincome before income taxes

Inter-area sales, which are sales from one Monsanto loca-
tion to another Monsanto location in a different world area,
were made on a market basis. Export sales included in the
United States net sales to outside customers were as follows:

Evrope  Other Ex-USA Total
1977 coneeeees $49.6 $198.8 $248.4
1976 ...cun.n..... 32.5 169.6 202.1

United States operating income for 1977 included a charge
of $35.6 related to the Cycle-Safe container. Europe operat-
ing income for 1977 included a $12.2 charge from terminating
or divesting certain product lines. Included in United States
operating income for 1976 were charges of $12.4 and $9.4
relating to the closing of a plant and accelerated provisions
for obsolescence of certain machinery and equipment, re-
spectively.

Inter-area receivables and profit derived from inter-area
sales are the principal items reflected as eliminations in arriv-
ing at the consolidated totals. Unallocated corporate ex-
penses and nonoperating assets are the same as those de-
scribed in the Operating Company Data on page 40.

Following is a reconciliation of the Europe and Other
Ex-USA operating income and total assets shown above to
the Company’s equity in the net loss and net assets of con-
solidated Ex-USA subsidiaries:

1977 1976
Operating iNCOME ........ccovvuvenenenennnnn, $ 274 $ 69.8
Income charges—net........................ 81.0 54.0
INCOME 1AXES .. ueveeneneenenieneineiaaennens 14.7 30.0

Net 10SS.....oeieeeniiiieiiierceieienenns $(68.3) $(14.2)

Net Sales
Outside Inter-
Customers Area
$3,409.5 $317.9
706.0 43.4
479.0 15.2
(376.5)
4,594.5 —
$4,594.5 $ —
$3,165.7 $283.5
669.4 54.5
435.1 22.4
(360.4)
4,270.2 —
$4,270.2 $ —

Total assets
Total liabilities

Net assets

Operating
Income

$614.1
8.5
18.9
(5.1)
(26.7)
609.7
86.0

$523.70)

$616.1
54.8
15.0
6.6
(24.7)
667.8
50.1

$617.7)

Total
Assets

$3,030.4
910.8
385.8
(162.5)

4,164.5

185.6
$4,350.1

$2,660.4
752.0
354.8
(133.2)

3,634.0

325.1
$3,959.1

1977

$1,296.6
764.2

$ 5324

Capital
Expenditures

$424.6
162.7
18.1

605.4

1.7
$607.1

$473.5
143.3
27.3

644.1

2.7
$646.8

1976

$1,1.7
619.6

$ 492.1
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ROHM AND HAAS COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 7: Industry Segment Reporting and Information
About Foreign Operations—In accordance with the provi-
sions of SFAS No. 14, the table on page 22 entitled “Sum-
mary of 1977 Results of Continuing Operations by Industry
Segment” presents audited information relating to the com-
pany’s 1977 results in five industry segments—polymers, res-
ins and monomers; plastics; industrial chemicals; agricultural
chemicals; and “other industries.” The company defines the
industry segment for each product shipment (including inter-
mediates) by the customer's use of the product shipped.
Therefore, no intersegment sales or eliminations are shown.
In computing each segment’s identifiable assets, production
facilities which are shared by more than one segment are
allocated to each segment on an annual utilization basis.

Summary of 1977 Results of Continuing Operations by
Geographic Areas
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in addition, the table below provides information pertaining
to the company’s 1977 operations in different geographic
areas, in accordance with SFAS No. 14. Transfers between
geographic areas are accounted for at market prices.

In both the industry segment and geographic presenta-
tions, general corporate expenses represent the portion of
total expenses incurred at corporate headquarters which do
not relate directly to the operations of any geographic area or
industry segment, offset partially by interest income earned
by general corporate assets. General corporate assets in-
cludes cash, marketable securities, advances to affiliates and
a portion of the net fixed assets located at corporate head-
quarters.

Adjustments
United Latin and
States Canada Europe America Pacific Eliminations Total
(millions of dollars)
Sales 10 CUSTOMErS ........c.vvveeiieiiiiinannnannns $754.6 $50.0 $208.2 $75.8 $35.3 — $1,123.9
Transfers between geogrgphic areas .............. 72.8 _ 12.7 — — (85.5) —_
Total Sales......coeveeeeiiiiiiiiiiiiiieans 827.4 50.0 220.9 75.8 35.3 (85.5) 1,123.9
Operating profit.........ccccoeieiiiiiiiiiinninnnens 78.7 3.3 28.4 2.7 3.8 (0.8) 116.1
Interest eXPENSE .......uvveeiivrrueererrieeeeernnees (36.3)
General corporate expenses........................ (6.6)
Equity in net earnings (losses) of offiliates ........ (4.8) — 0.1 — 3.4 — (1.3)
Earnings before income taxes .................. $ 7.9
Identifiable assets at 12/31/77.........ceenneneen $723.2 $17.0 $178.8 $64.0 $30.6 $(77.6) $ 936.0
Investments in affiliotes.........c.ccccevviiniinnen. (3.8) — 0.7 0.3 20.3 — 17.5
General corporate aSSets .........ccveueneinennnns 22.9
Total assets at 12/31/77.........cceceeenenene. $ 976.4
1977 Depreciation eXpense ...........cccceeuennnns $58.7 $ 0.7 $ 1.7 $ 1.2 $ 0.7 _— $ 73.0
1977 Capital expenditures...............cc.euenenes 62.9 0.5 8.3 4.7 1.2 —_ $ 77.6
Summary of 1977 Results of Continuing operations by
Industry Segment
Polymers
Resins & Industrial Agricultural Other
Monomers Plastics Chemicals Chemicals Industries Total
(millions of dollars)
Sales 10 CUSTOMENS .....c.evenvieininiinininireenenennens $474.9 $254.6 $198.5 $169.8 $26.1 $1,123.9
Operating profit (10SS)........oeoeuiniieniiiiiiienns 48.7 25.2 32.0 20.1 9.9) 116.1
Interest eXpense ..........coccveeiiniiiiiiinineininannen. (36.3)
General corporate expenses.....................ueneees (6.6)
Equity in net earnings (losses) of affiliates ............ —_ — 0.6 1.7 (3.6) (1.3)
Earnings before income taxes ...................... $ 71.9
Identifiable assets at 12/31/77......cc.cevvvvennnnnnn. $428.6 $198.3 $129.3 $122.4 $57.4 $ 936.0
Investments in affiliates................c..ooceeiienlil. 2.0 _— 4.8 8.0 2.7 17.5
General corporate assets ................ceeuvenenennen. 22.9
Total assets at 12/31/77.....ccccceenvnvninennnnnn. . $ 976.4
1977 Depreciation exXpense ..........ccc.cevuernennnen. $ 443 $ 15.0 $ 7.5 $ 45 $1.7 $ 73.0
1977 Capital expenditures..........c.cccevvneniivennen. 28.9 53 17.3 7.8 183 $ 77.6
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The agricultural and industrial chemicals segments
showed substantially higher profits in 1977 than in the prior
year, but the profitability in plastics and polymers, resins and
monomers declined from 1976. Agricultural chemicals re-
bounded from depressed weather-related 1976 market con-
ditions, while the improved industrial chemicals performance
reflected generally better economic conditions. The decline in
plastics was due to price weakness in domestic acrylic sheet
from overcapacity in the industry and imports. Polymers, res-
ins and monomers profitability was adversely affected by the
need to operate an older acrylate plant for eight months dur-
ing the proving phase of the new acrylate facility in Houston,
Texas, and a less than normal increase in shipments to the
U.S. paintindustry. Both of the latter problems were peculiar
to 1977, but the overcapacity and import problems remain in
acrylic sheet. The loss in other industries increased primarily
due to higher oil and gas exploration costs and a loss in 1977
related to the 1976 sale of Karex, Inc.

SCOVILL MANUFACTURING COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note K—The Company manufactures a wide variety of
products, which are sold throughout the United States and
abroad. Its business comprises four general product
categories, namely Housing Products; Housewares; Sewing
Notions and Apparel Fasteners; and Automotive and Fluid
Power Products.

The Company operates 57 manufacturing facilities, of
which 42 are located in North America. Foreign operations
are carried on in England, Mexico, Canada, France, Au-
stralia, Brazil, South Africa, India, Japan and Germany and
include principally the manufacture and sale of tire valves,
valve parts, air control products for industrial use, notions and
apparel fasteners. Each of the foreign operations is under the
management of the domestic division producing the same
line of products.

For a detailed description of the products manufactured
and market distribution within each of the segments of the
business, reference is made to pages 13-25 of this report.

Intersegment sales generally are priced with reference to
prevailing market prices. Operating profit is total revenue less
operating expenses and excluding interest. General corpo-
rate expenses of $8,552,000 which principally included Cor-
porate administrative expenses and pension costs, have
been allocated to segments on the basis of sales to unaf-
filiated customers. Equity in income or loss from unconsoli-
dated subsidiaries is immaterial. Identifiable assets by indus-
try includes both assets directly identified with those opera-
tions and an allocation of Corporate assets. The Corporate
assets of $31,985,000 consist primarily of cash, deferred
taxes and other investments and have been allocated to
segments in the same proportion as the identifiable assets
are to the total.

Sales to any single customer or to domestic or foreign
government agencies did not exceed 10% or more of con-
solidated revenue.

Accounting policies followed by each segment do not vary
significantly from those described in Note A.

Industry Data
Scovill Manufacturing Company and Subsidiaries
Fiscal Year Ended
December 25, 1977

Net Sales
Housing Products ..........cccoeevenvunennans $259,484,000
Housewares .........ccooveeviveeiniinienenns 173,877,000

127,652,000
111,562,000

$672,575,000

Sewing Notions and Apparel Fasteners ....
Automotive and Fluid Power................

Total Net Sales..........cocoevveninvenennann.
Intersegment sales were immaterial.

Operating Profit

Housing Products ..........cccceveivuenenns $ 21,161,000

HouSeWares .........cccceveeevnineninaennes 21,272,000
Sewing Notions and Apparel Fasteners .... 6,395,000
Automotive and Fluid Power-................ 12,722,000

Total Operating Profit ................... 61,550,000
Interest expense..........coceeiiiininnnn, 7,538,000

Income before Income Taxes ........... $ 54,012,000

Fiscal Year Ended
December 25, 1977
identifiable Assets

Housing Products ..........ccocevvviieninin, $136,773,000

Housewares ............cccevvvineininiennnns 55,270,000
Sewing Notions and Apparel Fasteners .... 114,243,000
Automotive and Fluid Power-................ 82,452,000

Total Assets.......cccoevevvneiniininnnnn. $388,738,000

Depreciation and Amortization Expense

Housing Products ..........c.cccceieninnnnenn. $ 4,337,000
Housewares .........cccocvvviinininnnnnnn. 3,244,000
Sewing Notions and Apparel Fasteners .... 4,962,000
Automotive and Fluid Power-................ 2,784,000
Total Depreciation and Amortization
Expense.......ccoveeiiiiiiiininenn. $ 15,327,000
Capital Expenditures

Housing Products .........ccccooevininnnnnn. $ 5,853,000
Housewares .........c..ceeeevvniveninnanenes 4,497,000
Sewing Notions and Apparel Fasteners .... 6,160,000
Automotive and Fluid Power................ 5,242,000
COrporate ......oeveeveieenininaniiaienens 1,037,000

Total Capital Expenditures .............. $ 22,789,000
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Note L-
Fiscal Year Ended December 25, 1977

Transfers

Sales to between
Unaffiliated Geographic Total Operating® Identifiable
Customers Areas Revenue Profit Assets
United States..... $547,070,000 $ 8,399,000 $555,469,000 $51,753,000 $477,165,000
Australia ......... 13,074,000 _ 13,074,000 (345,000) 15,700,000
Brazil ............ 19,444,000 53,000 19,497,000 3,018,000 15,653,000
Canada ........... 22,960,000 171,000 23,131,000 (182,000) 9,330,000
England .......... 22,658,000 1,663,000 24,321,000 2,943,000 20,829,000
France ........... 15,561,000 385,000 15,946,000 1,648,000 11,378,000
Germany ......... 3,908,000 94,000 4,002,000 (218,000) 4,966,000
Mexico .......... 27,900,000 — 27,900,000 2,463,000 20,270,000
Indio-Japan ...... — — — 470,000 —
Eliminations ...... — (10,765,000) (10,765,000) — (186,553,000)
Consolidated ..... $672,575,000 $ — $672,575,000 $61,550,000 $388,738,000

*Before interest expense, income taxes and minority interest.

Total revenue by geographic area includes both sales to
unaffiliated customers and transfers between geographic
areas. Such transfers are accounted for at prices comparable
to normal, unaffiliated customer sales.

U.S. Operations sales include $13,287,000 in 1977, and
$10,763,000 in 1976 for export (primarily to Canada).

Export Sales

THE BOEING COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in millions except per share data)

Note 12: Industry Segment Information—The Company
operates principally in two industries, (1) transportation
equipment and related services and (2) missiles and space.
Operations in transportation equipment and related services
primarily involve production and sale of commercial and
military aircraft, and provision of air transportation services.
Operations in missiles and space primarily involve production
and sale of various offensive and defensive missiles, and
space exploration products.

In 1977 contracts with U. S. Government agencies ac-
counted for approximately $923.6 of sales of transportation
equipment. All missile/space products were sold to U. S.
Government agencies.

Transportation

equipment and Missiles

related and

services space
Identifiable assets at December 31,

1977 e $1,157.7 $99.6
Corporate assets (principally cash and
short-term investments).............

Depreciation ..........c.cocevininiinn... ~$ 585 $7.0

Capital expenditures, net ............... - $ 777 $10.2

Export sales for the year ended December 31, 1977 con-
sisted of the following amounts by geographic area—

ASIO oo $ 696.4
BUPOpE ..o 411.4
AFFICA oo 183.8
0Ceania .....oevvvneiiiiir e 128.9
Western Hemisphere ...........cccoooviivuvininiinenans 48.6

$1,469.1

Financial information for 1977 by industry segment is
summarized as follows—

Other
industries Consolidated
$76.6 $1,334.0
1,106.4
$2,440.4

See page 19 for summary of 1977 revenues and earnings contributed by industry segment.
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ST. JOE MINERALS CORPORATION (DEC)

Business Segment Information

Coal
Net Sales:
1977:
Domestic Operations............. $223,360
Foreign Operations()) ............ —
Export Sales@.................... 206,914
Total «oeinininiiiiiiienee, $430,274
1976:
Domestic Operations............. $217,859
Foreign Operationsq ............ —
Export Sales().................... 238,178
Total ..ovvviniiiiiniinnennes $456,037
Operating Profit(s):
1977:
Domestic Operations............. $ 14,474
Foreign Operations() ............ —
Total .oevininiiiiiiniieaans $ 14,474
Unallocated Income/Expense.............
Income Before Income Taxes...........
1976:
Domestic Operations............. $ 44,549
Foreign Operations() ............ —
Total «oeoevriniiniiiiiinnne, $ 44,549
Unallocated Income/Expense.............
Income Before Income Taxes ...........
Assets at December 31¢4):
1977:
Domestic Operations............. $241,459
Foreign Operations() ............ —
Total .oovvvneeiiineinnnn, $241,459
1976:
Domestic Operations............. $225,385
Foreign Operationsy ............ —
Total .ooveiiniiniiiiiieenne, $225,385
Depletion, Depreciation and Amortiza-
tion:
1977 e, $ 22,475
1976 e, $ 17,993
Capital Expenditures:
1977 e $ 62,375
1976 .. $ 52,055

(Principally Canadian operations.
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Lead

$143,429

3,851

$147,280

$110,464

5,418

$115,882

$ 66,009

$ 66,009

$ 39,539

$ 39,539

$111,069

$111,069

$104,447

$104,447

¥ N 9 N

5,163
4,999

2,621
2,082

Zinc

Iron

(In thousands)

$139,464

1,627
$141,0N

$157,636

799
$158,435

$ 5,138

$ 5138

$ 15,922

$ 15,922

$153,424
15,765

$169,189

$132,207
6,331

$138,538
$ 5617
$ 5277

$ 29.716
$ 9.928

$25,884

$25,884

$21,395

$21,395

$ 2,835

$ 2,835

$ 4,706

$ 4,706

$13,576

$13,576

$16,782

$16,782
$ 1,410
$ 1,249

$ 696
$ 576

0Oil and Gas

$ 18,867
23,321

$ 42,188

$ 16,878
21,413

$ 38,29

$ 1,212
9,908
$ 11,120

$ 6,879
8,857

$ 15,736

$ 89,124
115,873
$204,997

$ 80,923
108,209
$189,132

$ 18,447
$ 14,139

$ 48,094
$ 49,693

Other

$ 3,500
1,063

$ 4,563

$ 1,368

$ 1,368

$ (193
(227)

$ (420)

$ (428)

$ (428)

$28,969
10,813

$39,782

$13,776
15,349

$29,125
$ 498
$ 207

$ 2,602
$ 1,397

Total

$554,504
24,384
212,392

$791,280

$525,600
21,413
244,395

$791,408

$ 89,475
9,681

99,156
11,387
$110,543

$111,167
8,857

120,024
(8,658)
$111,366

$637,621
142,451

$780,072

$573,520
129,889

$703,409
$ 53,610
$ 43,864

$146,103
$115,731

@Export sales in 1977 were 42% to Japan, 32% to Europe, 18% to South America and 8% other. Export sales in 1976 were 38% to Japan, 44%

to Europe, 15% to South America and 3% other.

@0perating profit is calculated as net sales plus/minus all items of income/expense directly associated with the business segment. In computing
operating profit, none of the following items have been added or deducted: corporate overhead expenses, exploration, interest income/expense,

dividends from unconsolidated subsidiaries, income taxes and sundry income/expense.

@ldentifiable assets by industry are those assets that are used in the Corporation’s operations in each segment of business. Corporate assets
included under the caption “Other” are $32,760,000 and $18,238,000 for 1977 and 1976, respectively.
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WHITE CONSOLIDATED INDUSTRIES, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
Note P—Industry Segments

(000’s Omitted)

1977

Sales to unaffiliated customers .......c..cooviiiiiiiiiiiiiiiiieieaen.,
Intersegment SQlEs...........oeiiiiiieieiniii e

Total SAleS.....cueniniiiiiii i
Operating iNCOME ........ccueurenrreeniniiniiniiiinriiieinineniaineaes

General corporate eXPenSes ..........coveverveniniineniininnenianinians
Interest eXPense .......o.ovuininiiieiiiii i

Income before iNCOME 1AXES .....evvrrireeerrinenirererneneneanaees

Identifiable assets at December 31, 1977 ......ccvvveiiivnininnnnne
Depreciation and amortization expense................cooeiviininiins
Capital expenditures.........c.oceeveiieniiiniiniiiininiienns
1976
Sales to unaffiliated customers ........c.ccoviniiiiiiiiiiiiiiiiens
Intersegment SAlES..........cvvueninineniiinii s
Total SAlES.....oviriiiiitiieie e e r e
Operating iNCOME .......cuiuiiiiiiiiiiiiiiiiiiiii e

General corporate eXpPenses ..........coeeeemineieirininiriiiineniiannes
Interest eXPeNSE .......oeuininenini e

Income before iNCOME 1AXES .....cvevvirieeiiiiiiieieiieanenns

Identifiable assets at December 31, 1976 .........ccoccvininiinnnn.n.
Depreciation and amortization expense............ocoveuveiniininnen.
Capital expenditures.........ocveviieeiiieiniiiie s

The Corporation operates in three principal segments:
products for the home, machinery and metal castings and
general industrial equipment. The products for the home
segment consists principally of the manufacturing and selling
of major home appliances. The machinery and metal cast-
ings segment manufactures steel mill machinery, machine
tools, graphic arts equipment, and castings. The Corpora-
tion’s general industrial equipment group manufactures con-
struction equipment, food and chemical processing equip-
ment, valves, controls, and instrumentation and distributes
industrial and commercial supplies. No single customer ac-
counts for ten percent or more of total consolidated revenues.

Intersegment sales are accounted for at prices comparable
to normal, unaffiliated customer sales. Operating profit is total
revenue less operating expenses, excluding interest, general
corporate expenses, and equity in the net income of noncon-
solidated companies. Corporate assets consist principally of
cash and investments.

The Corporation’s foreign operations are principally in
Canada and represent less than 10% of total consolidated
sales and assets. Domestic export sales approximated
$190,000,000 in 1977 and $187,000,000 in 1976.

$874,049

$874,049
$ 65,823

$545,972
$ 13,947

$714,547

$714,547
$ 49,617

$471,064
$ 11,892

Products Machinery General
for the and Metal Industrial
Home Castings Equipment Eliminations Consolidated
$329,083 $196,894 $ — $1,400,026
— 1,998 4,522 (6,520) —
$331,081 $201,416 $(6,520) $1,400,026
$ 31,79 $ 43,726 $ — $ 141,340
(15,749)
(25,228)
$ 100,363
Corporate
$255,601 $116,221 $16,386 $ 934,180
$ 5,500 $ 2,302 $ 221 $ 21,970
$ 12,048 $ 7,403 $ 322 $ 44,659
Eliminations
$329,210 $204,303 $ — $1,248,060
— 1,054 4,058 (5,112) —
$330,264 $208,361 $(5,112) $1,248,060
$ 48,709 $ 41,463 $ — $ 139,789
(18,853)
(26,861)
$ 94,075
Corporate
$220,685 $105,032 $19,001 $ 815,782
$ 4,763 $ 1,954 $ 420 $ 19,029
$ 17,053 $ 5,492 $ 89 $ 37,410

Major Customers

ARVIN INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in thousands except per share amounts)

Note 14—Business Segment Information: The Company
has four business segments: Automotive—manufacture of
mufflers, exhaust and tail pipes, catalytic converters and
other metal tubular parts; Consumer—manufacture of com-
pact stereo and component systems, and portable electric
heaters, electric fireplaces and electric humidifiers;
Metals—production of vinyl-metal laminates in both sheet
and coil form and of stampings and assemblies produced in
accordance with customer specifications, and coating of steel
and aluminum coils; Applied Technology—development and
manufacture of video equipment for adverse environmental
and specialized applications, and of video imaging, industrial
surveillance and security systems and manufacture of spe-
cial purpose machinery. Summarized financial information by
business segment for 1977 follows:
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Automotive  Consumer Metals
Sales to unaffiliated customers ..... $316,470 $69,758 $60,089
Operating profit...........cccoeeueue. $ 51,150 $ 9,961 $10,103
General corporate expenses........
Inferest expense.....................
Earnings before income taxes ......
Identifiable assets at year end ..... $139,630 $33,130 $34,508
Corporate assets.....................
Total oeneninieii e
Depreciation and amortization...... $ 8750 $ 869 $
Additions to property, plant and
equipment .........coiueenennenne. 6,837 1,047 7,708

Applied
Technology Total
$13,952  $460,269
$ (563) $ 70,651
(4,969)
(8,133)
$ 57,549
$11,471  $218,739
46,688"
$265,427
$ 589
323

*Consists primarily of cosh, temporary investments, prepaid expenses, etc.

Sales between business segments (affiliated customers)
were insignificant and are thus not separately reported.
Operating profit of a segment is its sales less all operating
expenses. Identifiable assets of a segment are those used by
that segment in its operations.

Foreign operations of the Company were not material and
are not separately set forth. Sales to two of the largest cus-
tomers exceeded 10% of net sales during 1977; applicable

CURTISS-WRIGHT CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 9: Business Segments—As described in the Review
of Operations, the corporation and its consolidated sub-
sidiaries operate principally in three segments of business:
industrial, nuclear, and aerospace. Financial data for the
Corporation’s operations in these three segments of busi-
ness and major geographical areas in which it operates for
1977 and 1976 are shown on pages 20 and 21.

Industrial segments of business products are comprised of
the process equipment and systems, industrial gas turbine
electric power generating equipment, and other industrial
products.

Nuclear operations involve the production and sale of
pressure vessels and heads, pressurizers and steam
generators, extruded shapes and pipe, and valves of various

types.

Aerospace products and services of the Corporation con-
sist of replacement parts for jet and reciprocating aircraft
propulsion engines originally manufactured by the Corpora-
tion, design, development and manufacture of aircraft control
and actuation components and systems, and shot-peening
and peen-forming operations.

Revenues by segments reflect sales to unaffiliated cus-
tomers, as reported in the Corporation’s consolidated earn-
ings statement, and intersegment sales, which generally are
accounted for on the same basis as products that are sold to
unaffiliated customers. All material intercompany transac-
tions, profits and balances have been eliminated. Sales to the
General Electric Company amounted to approximately

amounts for each customers and the business segments
making the sales were as follows:

% of
Net Sales Total Automotive Metals
35.6% $163,739 $153,455 $10,284
18.0 82,859 82,367 492
53.6% $246,598 $235,822 $10,776

$34,400,000 and $42,050,000 in 1977 and 1976, respec-
tively. The (i) industrial gas turbine electric generating
equipment, (ii) other industrial products, (iii) nuclear, and (iv)
aerospace accounted for $78,000, $162,000, $33,900 and
$260,000 in 1977, respectively, and $285,000, $170,000,
$41,275,000, and $320,000 in 1976, respectively, of those
sales.

Operating income is total revenue less operating ex-
penses. In computing operating income, none of the following
items has been added or deducted: Revenues earned at the
corporate level (securities income and gain or loss on sale of
real estate), general corporate expenses, interest expense,
income taxes, intercompany interest income, minority in-
terests and equity in income or loss from affiliates accounted
for on the equity method. Depreciation expense for (i) the
process equipment and systems, (ii) industrial gas turbine
electric power generating equipment, (iii) other industrial
products, (iv) nuclear, and (v) aerospace were $1,435,000,
$759,000, $368,000, $1,556,000, and $1,328,000 in 1977,
respectively, and $1,104,000, $491,000, $325,000,
$1,720,000, and $1,912,000 in 1976, respectively.

Capital expenditures for the segments were $5,947,000,
$213,000, $821,000, $1,035,000, and $1,396,000 in 1977,
respectively, and $3,089,000, $424,000, $318,000,
$1,936,000 and $1,147,000 in 1976, respectively.

Identifiable assets by segment are those assets that are
used in the Corporation’s operations included in that seg-
ment.
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Export sales to unaffiliated customers, in Canada, Europe
and Other were $3,991,000, $19,984,000 and $27,500,000 in
1977, respectively, and $23,180,000, $23,631,000 and
$42,405,000 in 1976, respectively.

TRW INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Segments of Business (in part)
By Industry

The operations of the Company are in three industry seg-
ments: Car and Truck, Electronics and Space Systems and
Industrial and Energy. Car and Truck operations include a
broad range of chassis, engine and other components for
passenger cars, trucks, farm machinery and other off-
highway vehicles sold for use by original equipment manufac-
turers and by distributors and mass merchandisers for resale
in the replacement parts market. Electronics and Space Sys-
tems includes electronic components; electronic systems,
equipment & services; computer-based & analytical services;
and spacecraft. Included within the Industrial and Energy
segment are tools, fasteners and bearings; pumps, valves
and other energy products and services; and aircraft compo-
nents.

TABLE | (See Page 36) contains a summary of the net
sales, operating profits, identifiable assets, depreciation, and
property additions of each business segment for 1977 and
1976. Corporate assets are principally cash and marketable
securities.

Intersegment sales are recorded at fair market value. The
United States Government represented the only customer to
whom sales were 10% or more of consolidated sales. Gov-
ermnment sales by industry segment for the two years were as
follows:

1977 1976
(in millions)
Carand Truck.......c.coevnennnnnn.. $ 7.1 $ 7.8
Electronics and Space Systems ..... 521.7 472.3
Industrial and Energy................ 133.3 135.9
Total Government Sales.......... $662.1 $616.0

By Geographic Area

The operations of the Company are located primarily in the
United States and Europe.

TABLE |l (See page 36) contains a summary of the net
sales, operating profits, and identifiable assets of each area
for 1977 and 1976. Interarea sales are recorded at fair mar-
ket value.

The total foreign identifiable assets for the operations re-
ported in the geographic areas other than the United States
amounted to $706.8 million in 1977 and $608.9 million in
1976. Total liabilities for these same operations amounted to
$231.6 million in 1977 and $191.6 million in 1976.

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 and fourteen survey companies used a 52-53
week fiscal year.

During 1977, seven 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

ALLEGHENY LUDLUM INDUSTRIES, INC.

Consolidated Balance Sheets
January 1, 1978 and December 31, 1976

Consolidated Statements of Earnings
Years ended January 1, 1978 and December 31, 1976

Consolidated Statements of Additional Paid-In Capital
and Retained Earnings

Years ended January 1, 1978 and December 31, 1976

Consolidated Statements of Changes in Financial Posi-
tion
Years ended January 1, 1978 and December 31, 1976

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS JANUARY 1, 1978 AND DECEMBER 31, 1976

Note 1 (in part). Summary of accounting policies:

Fiscal year-end—In 1977 the Corporation changed its fis-
cal year from a calendar year to a year ending on the Sunday
nearest December 31. Accordingly, fiscal year 1977 ended
on January 1, 1978.
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TABLE 1-4: MONTH OF FISCAL YEAR END

1977 1976 1975 1974

January ...oieiiiil, 26 21 22 22
February ..............o.oll 12 13 14 15
March ... 16 19 16 19
April ..o, 7 7 7 5
May .o 10 n 10 8
June .o 38 37 36 37
Jly e 15 13 12 13
August .....ooiiiiiiiiiinnn, 19 16 17 18
September ................... 41 4 38 38
October ........ccvvveninenns 34 31 30 28
November ................... 13 10 12 13
Subtotal ... 231 219 214 216
December ..................ll 369 381 386 384
Total Companies .................. 600 600 600 600

THE AMALGAMATED SUGAR COMPANY

Consolidated Balance Sheet

December 26, September 27,
1977 1976

Consolidated Statement of Income (loss)

52 Weeks 13 Weeks 52 Weeks
Ended Ended Ended
Dec. 26, Dec. 27, Sept. 27,
1977 1976 1976
(Note 2)

Consolidated Statement of Retained Earnings

52 Weeks 13 Weeks 52 Weeks
Ended Ended Ended
Dec. 26, Dec. 27, Sept. 27,
1977 1976 1976
(Note 2)

Consolidated Statement of Changes in Financial Posi-
tion

52 Weeks 13 Weeks 52 Weeks
Ended Ended Ended
Dec. 26, Dec. 27, Sept. 27,
1977 1976 1976
(Note 2)

Note 2: Fiscal Year Change—Beginning September 28,
1976 the Company changed its fiscal year from a 52 or 53
week period ending on the last Monday in September to a 52
or 53 week period ending on the last Monday in December.
The change is effective for both reporting and income tax
purposes and has been approved by the Internal Revenue
Service. Because of the seasonal nature of the sugarbeet
processing operation, the financial statements for the year
ended December 26, 1977 are not fully comparable to those
for the year ended September 27, 1976.

CHICAGO PNEUMATIC TOOL COMPANY

Statement of Financial Position

December 30, December 31,
1977 1976

Statement of Current and Retained Earnings

For the Year
1977 1976

Statement of Changes in Financial Position

For the Year
1977 1976

1977 FINANCIAL SUMMARY
Summary of Significant Accounting Policies

Fiscal Year consisting of four thirteen-week quarters with
the year ending on the Friday nearest December 31 was
adopted by the company from January 1, 1977. The com-
pany had previously reported on a calendar year basis. The
1977 fiscal year ended on December 30, 1977, instead of
December 31, as in previous years. This change does not
have a material effect on the comparability of the fiscal
statements.

INTERSTATE BRANDS CORPORATION

Consolidated Balance Sheet

May 28, January 1, December 27,
1977 1977 1975

Consolidated Statement of Income and Retained Earn-
ings

May 28, January 1, December 27,
1977 1977 1975
(21 Weeks) (53 Weeks) (52 Weeks)

Consolidated Statement of Changes in Financial Posi-
tion

May 28, January 1, December 27,
1977 1977 1975
(21 Weeks) (53 Weeks) (52" Weeks)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 3: Fiscal Year Change—The Company changed the
end of its fiscal year in 1977 to the Saturday closest to the
end of May to approximate the May 31 fiscal year of DPF
Incorporated. Summarized operating results for the fifty-two
weeks ended May 28, 1977 are disclosed in note 11.
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LAFAYETTE RADIO ELECTRONICS
CORPORATION

Consolidated Balance Sheets
July 2, 1977 and June 30, 1976

Consolidated Statements of Income (Loss) and Re-
tained Earnings

Years ended July 2, 1977 and June 30, 1976.

Consolidated Statements of Changes in Financial Posi-
tion
Years ended July 2, 1977 and June 30, 1976.

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Years ended July 2, 1977 and June 30, 1976.

Note 1 (in part): Summary of significant accounting
policies

Fiscal year: During 1977 the Company changed its ac-
counting period from a full fiscal year to a 52/53 week year

basis. This change has no material effect upon results of
operations.

G.C. MURPHY COMPANY

Consolidated Balance Sheet

January 26, January 27,
1978 1977

Consolidated Statement of Income and Income Re-
tained in the Business

for the fiscal years 1977 and 1976
(52 weeks ended January 26, 1978 and January 27, 1977)

Consolidated Statement of Changes in Financial Posi-
tion
for the fiscal years 1977 and 1976
(52 weeks ended January 26, 1978 and January 27, 1977)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (in part): Significant Accounting Policies:

The accounting policies of the Company, a general mer-
chandise retailer operating within the United States, conform
with generally accepted accounting principles. The major ac-
counting policies applied in preparing the accompanying
consolidated financial statements are summarized below:

Fiscal Year:

In 1977 the Company elected to change its fiscal year from
a calendar year to one which ends the last Thursday in
January. The accompanying consolidated financial state-
ments for 1976 have been restated to conform with the new
fiscal year.

THE SHERWIN-WILLIAMS COMPANY

Consolidated Balance Sheets

December 31, August 31,
1977 1976 1976

Statements of Consolidated Operations

Years Ended

December 31, August 31,
1977 1976 1976

(Unaudited)

Statements of Changes in Consolidated Financial Posi-
tion
Years Ended
December 31, August 31,
1977 1976 1976
(Unaudited)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note A (in part): Summary of Significant Accounting
Policies

Effective December 31, 1976, the Company changed its
fiscal year end from August 31 to December 31. The unau-
dited consolidated statements of operations and changes in
financial position for the twelve months ended December 31,
1976 are included in the accompanying financial statements
for comparative purposes only. Condensed operating results
for the four months ended December 31, 1976 are included in
Note L. The year ended December 31, 1976 includes eight
months of operations which are also included in the fiscal
year ended August 31, 1976.

Definition of Fiscal Year
INTERCO INCORPORATED

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (in part): Significant Accounting Policies—The
company and its subsidiaries employ generally accepted ac-
counting principles on a consistent basis to present fairly their
consolidated financial position, results of operations, and
changes in financial position. The major accounting policies
of the company are set forth below. i

Fiscal Year—The company’s fiscal year ends on the last
day of February. In this report, all reference to fiscal 1977
refers to the fiscal year ended February 28, 1977, and fiscal
1976 refers to the fiscal year ended February 29, 1976.



44 Section 1: General

FAIRCHILD CAMERA AND INSTRUMENT
CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (in part): Summary of Accounting Policies: Ac-
counting policies of the Company and its subsidiaries con-
form with generally accepted accounting principles and re-
flect practices appropriate to the businesses in which they
operate. The significant policies are summarized below.

Fiscal Year—The Company’s fiscal year ends on the Sun-
day nearest to December 31. The fiscal year 1977 ended
January 1, 1978 and comprised 52 weeks; fiscal year 1977
ended January 2, 1977 and comprised 53 weeks.

HAMPTON INDUSTRIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note A (in part): Principles of Reporting and Accounting

Definition of Fiscal Year—The Company’s fiscal year ends
on the last Saturday in December. Fiscal year 1977 ended on
December 31, 1977 and fiscal year 1976 on December 25,
1976. The years are comprised of 53 and 52 weeks, respec-
tively.

JOHNSON & JOHNSON

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (in part): Summary of Significant Accounting
Policies

Annual Closing Date—The Company has followed the
concept of a fiscal year which ends on the Sunday nearest to
the end of the calendar month of December. For the year
1977, the Sunday closest to the end of December was
January 1, 1978, and Johnson & Johnson’s 1977 fiscal year
ended on that date. Normally, each fiscal year consists of 52
weeks, but every five or six years, as was the case in 1976,
the fiscal year consists of 53 weeks.

PEPSICO, INC.

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (in part): Summary of Significant Accounting
Policies

Fiscal Year. PepsiCo’s fiscal year ends on the last Satur-
day in December. Fiscal year 1977 ended on December 31,
1977 and comprised fifty-three weeks; fiscal year 1976
ended on December 25, 1976 and comprised fifty-two weeks.

SEARS INDUSTRIES INC.

NOTES TO FINANCIAL STATEMENTS

Note 1 (in part): Acoounting Policies and Definition of Fis-
cal Year

Definition of Fiscal Year—The Corporation’s fiscal year
ends on the last business day of the last full week in De-
cember. The fiscal years ended December 31, 1977 and
1976 comprised 52 and 53 weeks, respectively.

SAFEWAY STORES, INCORPORATED

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note A (in part): Summary of Significant Accounting
Policies.

Fiscal Year: The fiscal year for the Company and its Cana-
dian subsidiaries ends on the Saturday nearest to December
31. Fiscal years of overseas subsidiaries follow a similar pat-
tern but generally end on the Saturday nearest September
30.

TABLE 1-5: ROUNDING OF AMOUNTS

1977 1976 1975 1974

To nearest dollar ............ 184 200 226 244
To nearest thousand dollars:
Omitting 000 ............. 233 211 188 174
Presenting 000........... 146 157 161 166
To nearest million dollars ... 37 32 25 16
Total Companies .................. 600 600 600 600

ROUNDING OF AMOUNTS

Table 1-5 shows a continuing increase in the number of
survey companies stating financial statement amounts in
thousands of dollars with zeros omitted and in millions of
doliars.

COMPARATIVE FINANCIAL STATEMENTS

Since 1970, practically all of the survey companies have
issued annual reports which include all financial statements
on a comparative basis. This practice coincides with a Secu-
rittes and Exchange Commission requirement that Form
10-K’s covering fiscal years ending after December 30, 1970
include comparative financial statements. Rule 14c-3 of the
Securities Exchange Act of 1934, effective for fiscal years
ending on or after December 20, 1974, extends the require-
ment for presenting comparative financial statements to in-
clude annual reports to stockholders issued in connection
with proxy solicitations.
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NOTES TO FINANCIAL STATEMENTS

Securities and Exchange Commission Reguiation S-X and
Sections 430 and 545 of Statement on Auditing Standards
No. 1 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 in-
formation 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.
Replacement cost data.
The SEC interprets its requirements for presenting com-

parative statements to mean that notes for both years must
also be presented.

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

TABLE 1-6: NOTES TO FINANCIAL STATEMENTS

1977 1976 1975 1974
General and direct

references ............... 336 346 330 325
General reference only...... 257 235 236 237
Direct reference only........ 7 14 29 33
No reference to notes........ — 5 S 5
Total Companies..........cccoun.. 600 600 600 600

TABLE 1-7: DISCLOSURE OF ACCOUNTING
POLICIES

Number of Companies
1977 1976 1975 1974

Consolidation basis .......... 584 584 578 576
Depreciation methods ....... 581 586 583 582
Inventory pricing............. 557 556 556 556
Interperiod tax allocation ... 546 543 557 558
Property .....cccovinininnnn. 504 505 497 510
Employee benefits ........... 360 360 359 312
Amortization of

intangibles ............... 320 307 333 168
Earnings per share calcula-

fion ..eeeniieiiiene 295 299 234 174
Translation of foreign cur-

FENCY tovvivvininninnnanes 238 301 401 378

DISCLOSURE OF ACCOUNTING
POLICIES

APB Opinion No. 22 states a conclusion of the Accounting
Principles Board “that information about the accounting
policies 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 and a Glossary of Fi-
nancial Accounting Terms, presented by one of the survey
companies, follow.

BELL & HOWELL COMPANY (DEC)

NOTES TO THE CONSOLIDATED FINANCIAL STATE-
MENTS

Note A—Significant Accounting Policies:

Principles of Consolidation—The consolidated financial
statements include all subsidiaries except the financing sub-
sidiaries described in Note C, and Bell & Howell-Mamiya
Company and Bell & Howell/Mamiya Company Canada Ltd.,
50%-owned joint ventures. The investment in, and accounts
with, unconsolidated subsidiaries are carried at cost plus
equity in undistributed earnings. The net assets of interna-
tional subsidiaries have been translated into U.S. dollars at
exchange rates prevailing at year end, except for inventories
and certain net property, plant and equipment, which are
translated at historical rates. The statements of earnings, ex-
cept for inventory cost of products sold and depreciation,
have been translated at the average exchange rates in effect
during the periods. Translation gains and losses are immate-
rial and are included in operating earnings.
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Revenue Recognition—Sales of products and services are
recorded based on shipment of products or performance of
service. Revenues from service contracts and tuition from
resident students are deferred and are recognized in earn-
ings on a pro rata basis over the period of the service agree-
ment or school term.

Income Taxes—Taxes are provided for all items included
in the statement of earnings, regardless of the period when
such items will be reported for tax purposes. Additional in-
come taxes estimated to be payable upon distribution of earn-
ings of international subsidiaries and the deferred taxes aris-
ing from the earnings of the Company’s Domestic Interna-
tional Sales Corporations (DISC’s) are also provided cur-
rently. Investment tax credits are deferred and amortized
over the approximate useful lives of the acquired assets.

Earnings per Common Share—Earnings per share data
are based on average outstanding shares of Common Stock
and dilution resuiting from stock options and conversion of
Preferred Stock. '

Inventories—Inventories are priced at the lower of cost or
market, with cost being determined by the first-in, first-out
method. Inventory cost includes material, labor and over-
head.

Property and Depreciation—Property, plant and equip-
ment is recorded at cost, and generally the double declining
balance method of computing depreciation has been applied
for both income tax and financial reporting purposes. Upon
sale or retirement of depreciable properties, the related cost
and accumulated depreciation are removed from the ac-
counts and any resultant gain or loss is reflected in earnings.

Goodwill—Goodwill arising from the acquisition of
businesses is amortized by charges to earnings over the es-
timated period to be benefited. The amortization periods
used by the Company vary from five to ten years, depending
upon the nature of the acquired businesses. The amounts
unamortized were $1,560,000 and $1,920,000 at the end of
1977 and 1976, respectively.

Incentive Stock Plans—Proceeds from the sale of Com-
mon Stock issued under stock options granted and related
federal tax benefits are credited to Common Stock at the time
the option is exercised, and no charge is made against earn-
ings with respect to stock options. The estimated liability re-
sulting from stock appreciation rights granted is accrued and
charged to earnings. The value of restricted stock (which was
issued in prior years) is charged to operations over periods
ranging up to ten years, depending upon the restrictions re-
lated to the stock.

BORG-WARNER CORPORATION (DEC)

SUMMARY OF ACCOUNTING POLICIES

The following paragraphs briefly describe the company’s
significant accounting policies. Certain amounts in the 1976
financial statements have been reclassified to conform to the
1977 presentation.

Principles of consolidation

The consolidated financial statements include all sub-
sidiaries except those in Mexico and South America, which
are carried at cost due to political and economic uncertainty,

and the financial services companies. Investments in the fi-
nancial services companies and in affiliated companies, at
least 20% owned by Borg-Warner, are carried at equity in
underlying net assets.

Marketable securities

Marketable securities are valued at cost, which approxi-
mates market.

Inventories

Inventories are valued at the lower of cost or market. In
1977, cost of substantially all inventories is determined by the
last-in, first-out (LIFO) method. In 1976, the cost of non-
domestic inventories was determined by the first-in, first-out
(FIFO) method. The effect of this change on 1977 net earn-
ings is not material.

Property, plant and equipment and depreciation

Property, plant and equipment is valued at cost less ac-
cumulated depreciation. Expenditures for maintenance, re-
pairs and renewals of relatively minor items are generally
charged to earnings as incurred. Renewals of significant
items are capitalized.

In 1977 all leases meeting certain criteria as defined in
Financial Accounting Standards Board Statement No. 13
were capitalized and the assets included in property, plant
and equipment and liabilities included in accounts payable
and accrued expenses and long-term debt. The 1976 bal-
ance sheet has been restated to include the leases
capitalized. Earnings for 1977 include a charge, which is not
material, for both the current year and the cumulative effect
through 1976 resuiting from the change in accounting.

Depreciation is computed generally on a straight-line basis
over the estimated useful lives of related assets. For income
tax purposes, accelerated methods of depreciation are gen-
erally used.

Income taxes

For financial accounting purposes, investment tax credits
are used to reduce income tax provisions over a seven-year
period. For federal income tax purposes, investment tax cred-
its are recognized currently.

Taxes on undistributed net earnings of subsidiaries and
affiliates have not been provided since earnings are intended
to be reinvested in those companies.

Deferred taxes have been provided on timing differences in
reporting certain transactions for financial accounting and tax
purposes.

Earnings per share

Earnings per common share are based on average out-
standing common shares and common share equivalents.
Common share equivalents recognize the dilutive effects of
common shares which may be issued in the future upon con-
version of preferred stock and upon exercise of certain stock
options.

Retirement benefit plans

All eligible Borg-Warner domestic employees participate in
non-contributory pension plans and substantially all non-U.S.
employees participate in contributory or non-contributory
pension plans. In addition, a number of employees are cov-
ered by non-contributory retirement benefit plans providing
life insurance and medical benefits. The related expenses



Disclosure of Accounting Policies 47

are based on independent actuarial valuations and substan-
tially all are funded currently. Expenses include amortization
of prior service costs over periods not exceeding 40 years.

Audit committee of the board of directors

The company has an Audit Committee of the board com-
posed entirely of outside directors. This committee meets
with the company’s financial management and its indepen-
dent accountants at least twice a year to review financial
results and procedures, internal financial controls, and inter-
nal and external audit plans and recommendations.

CHAMPION INTERNATIONAL CORPORATION
(DEC)

NOTES TO FINANCIAL STATEMENTS
Note 1: Summary of Significant Accounting Policies:
A. Consolidation

The consolidated financial statements include the ac-
counts of the Company and all of its domestic and foreign
subsidiaries, except for real estate and 50% or less owned
affiliates. The accounts of these affiliates are recorded at the
lower of the Company’s equity in their net assets or estimated
net realizable value. Certain foreign subsidiaries are included
in the financial statements using years ended November 30.
Significant intercompany accounts and transactions are
eliminated.

See Note 16 concerning the acquisition of Hoerner Waldorf
Corporation and Note 17 concerning the discontinuance of
the Company’s furnishings business.

B. Translation of Foreign Currency

The financial statements of companies outside the United
States are translated into United States dollar equivalents as
follows: cash, receivables, current liabilities and long-term
debt at exchange rates prevailing at balance sheet dates; all
other assets and liabilities at exchange rates prevailing at the
dates of transactions; revenues and expenses at average
exchange rates for the year, except for depreciation and cost
of timber harvested, which are translated on the same basis
as the related asset accounts. Unrealized translation gains
and losses are reflected currently in consolidated net income.
(See Note 11)

C. Inventories

Inventories, which include material, labor and factory over-
head, are generally priced at the lower of average cost or
market (approximates net realizable values), except for cer-
tain inventories of the papers and milk cartons, paper packag-
ing products, and furnishings operations which are priced on
the last-in, first-out (LIFO) method. (See Note 2)

D. Capitalization and Amortization of Certain Costs

Interest charges (net of temporary investment income) on
funds borrowed to acquire or construct major properties are
capitalized at the interest rates in effect as a part of the asset
cost until the properties become operational. Subsequently,
they are amortized over the life of the asset in order to prop-
erly match expenses with revenues resulting from the proper-
ties. Preoperating expenses and start-up costs incurred on
such properties are deferred and amortized ratably over a
five-year period. Financing expenses are deferred and amor-
tized over the life of the related long-term liability.

The excess cost of businesses acquired over amounts as-
signed to net tangible assets acquired subsequent to Oc-
tober, 1970 is being amortized ratably over periods up to 40
years. Such excess applicable to businesses acquired prior
to that date is not presently being amortized.

E. Fixed Assets

Fixed assets, including capitalized leases, are stated on
the balance sheet at cost and do not purport to represent
replacement or realizable values.

For financial reporting purposes, plant and equipment is
depreciated on the straight-line method over the estimated
service lives of the individual assets. Leasehold improve-
ments are amortized over the lesser of the lives of the leases
or estimated service lives. Cost of timber harvested is based
on the estimated quantity of timber available during the
growth cycle and is credited directly to the asset accounts.

Upon sale or retirement of items of equipment and im-
provements, the cost and related accumulated depreciation
and amortization are eliminated from the accounts and the
resulting gain or loss, if any, is reflected in income.

Maintenance and minor repairs and replacements are
charged directly to income; major renewals and betterments
are charged to the property accounts. (See Notes 4 and 7)

F. Income Taxes

The Company provides deferred taxes resulting from tim-
ing differences between financial and taxable income. These
timing differences result principally from using accelerated
methods of depreciation and amortization of fixed assets for
tax purposes, and deducting currently from taxable income
certain preoperating expenses, start-up costs and capitalized
interest that, for financial reporting purposes, are deferred
and subsequently amortized. Provision is also made for in-
come taxes relating to undistributed earnings of subsidiaries
for which remittance is anticipated. The Company follows the
practice of including the investment credit in net income as a
reduction of the provision for income taxes in the period in
which it is allowed for tax purposes. (See Note 12) .

G. Pensions

The Company and its subsidiaries have contributory and
noncontributory employee pension and retirement plans cov-
ering salaried and hourly-paid employees. Pension costs are
computed on the basis of accepted actuarial methods and
include current service costs of all pension plans and the
amortization of past service costs over periods up to 40
years. Actuarial gains and losses are generally amortized
over a 10-year or 15-year period. Accrued pension costs are
generally funded currently. (See Note 13)

H. Earnings Per Common Share

Primary earnings per common share is computed by divid-
ing net income, after deducting from net income the di-
vidends on the preferred and preference shares, by the aver-
age number of common shares outstanding during the year.
Fully diluted earnings per common share assumes the aver-
age number of common shares outstanding are further in-
creased by conversion at the beginning of the year of the
$4.00 preferred and preference shares (with the elimination
of the dividend requirements on the $4.00 preferred and
preference shares), convertible preferred stock of a sub-
sidiary and convertible long-term debt (with the addition to
net income of the interest, net of taxes, on such debt). Stock
options have not been included in per share calculations,
since they have no material dilutive effect.
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CHICAGO BRIDGE & IRON COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1: Summary of Accounting Policies

The accounting policies employed by CBI are consistent
with generally accepted accounting principles. In instances
where more than one generally accepted accounting princi-
ple may be applied, CBI has adopted the one that it believes
most accurately and fairly reflects the circumstances.

Consolidation—The financial statements present the re-
sults of CBI and its majority owned subsidiaries on a consoli-
dated basis. Intercompany accounts and transactions are
eliminated. CBI uses the equity method to account for in-
vestments in joint ventures and affiliated companies where
CBI does not own more than 50%. There were no significant
changes in the entities included in the financial statements.

Long-term contracts—CBI and its subsidiaries follow the
completed contract method of accounting for income from
long-term contracts. Therefore, the income statement reflects
selling prices and costs of contracts completed during the
year. In addition, losses expected to be incurred on contracts
in progress are charged to income as soon as such losses
are determined. Progress billings and costs of uncompleted
contracts are deferred and shown in the balance sheet.

Certain long-term contracts contain retainage provisions
which allow the customer to withhold amounts from payment
until CBI has completed its work. It is CBI's policy to bill these
amounts and to include them in accounts receivable after
work has been completed and the amounts which were with-
held are due.

Costs charged to contracts include materials, direct en-
gineering, fabrication and construction labor and the applica-
ble overheads. Selling and administrative expenses are
charged to income in the year incurred and are not allocated
to contracts in progress.

Property and equipment—Property and equipment are re-
corded at cost. Depreciation is provided on a straight line
basis over the estimated useful life of the property. The prin-
cipal estimated useful lives are: buildings, 10 to 50 years;
plant machinery and equipment, 5 to 25 years; automotive
equipment, 2 to 5 years; field equipment, 4 to 10 years; and
office furniture and fixtures, 5 to 15 years.

Maintenance and repair of property and equipment are
charged to expense as incurred. Renewals and betterments
are treated as capital expenditures and depreciated accord-
ingly. Undepreciated cost of property and equipment sold or
retired, net of related proceeds, is included in other income
(expense).

Stock option and stock purchase plans—Proceeds from
the sale of common stock issued under the stock option and
stock purchase plans are accounted for as capital transac-
tions. CBI makes no charges to income for these sales. The
difference between the selling price and the par value of new
shares issued is added to additional paid-in capital. On sales
of previously reacquired stock the difference between the
selling price and the cost of the reacquired shares sold is
charged to retained earnings.

Net income per share—Net income per share is based on
the weighted average number of common shares outstand-
ing during the year. The stock rights and options discussed in

Notes 10 and 11, respectively, are common stock equiva-
lents. They did not have a significant dilutive effect upon net
income per share in either year. The weighted average
number of common shares used in calculating net income
per share was 9,625,000 in 1977, and 9,764,000 in 1976.

GRANGER ASSOCIATIONS (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1: Significant Accounting Policies

Principles of Consolidation. The consolidated financial
statements include the accounts of the Company and its two
wholly owned foreign subsidiaries, Granger Associates Lim-
ited (England) and Granger Associates Pty Limited (Au-
stralia), and Granger Sales Corporation, organized as a
Domestic International Sales Corporation (DISC). All sig-
nificant intercompany balances and transactions have been
eliminated.

Inventories. Inventories are stated at the lower of standard
cost (which approximates actual cost on an average basis) or
market.

Long-Term Contracts. Revenues for contracts are re-
corded using the completed contract method except for long-
term contracts where revenues are recognized using the per-
centage completion method. Under this method, costs are
charged to operations as incurred. Sales are recognized ac-
cording to the ratio of costs incurred to total currently esti-
mated cost of the project after allowance for costs which may
be incurred in excess of the estimate.

Equipment and Improvements. Equipment and improve-
ments are stated at cost. Depreciation of equipment and
leased equipment under capital leases with bargain purchase
options is calculated using the straight-line method based on
estimated useful lives of 6 to 12 years. Leasehold improve-
ments are amortized over the length of the lease. Deprecia-
tion of leased equipment under capital leases that have no
bargain purchase options is calculated using the straight-line
method based on the life of the lease.

Research and Development Costs. Research and de-
velopment costs are charged to operations as incurred and
amounted to $1,364,230 (1976: $1,117,907).

Taxes on Income. Deferred taxes on income are provided
for timing differences between financial and tax reporting
principally for income recognized under long-term contracts,
installment method reporting and DISC commission income.

The foreign subsidiaries compute income taxes on an indi-
vidual company basis at rates in effect in the various coun-
tries. The earnings of such subsidiaries are subject to certain
Federal income taxes when distributed to the parent com-
pany. No provision has been made in the financial state-
ments for Federal income taxes on the undistributed earnings
of the foreign subsidiaries as the Company intends to rein-
vest undistributed earnings. Foreign tax credits would be
available as a reduction of Federal income taxes payable if
the earnings were distributed. The undistributed earnings
which are permanently reinvested amounted to approxi-
mately $333,000 as of August 31, 1977.

Investment tax credits reduce the provision for Federal in-
come taxes in the year they are utilized.
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Stock Options and Stock Purchase Plans. The issue price
of shares issued under option and stock purchase plans is
credited to common stock to the extent of par value and the
excess over par value is credited to additional paid-in capital.
Under the stock purchase plan, the Company makes a
charge to income for its contribution.

Earnings Per Share. Earnings per share are computed
based on the weighted average number of common and
common equivalent shares outstanding during the year.
Common equivalent shares, consisting of unissued shares
under option, are included to the extent that they have a
dilutive effect on earnings per share using the “treasury
stock” method.

Leases. The Company capitalizes all long-term leases that
meet the criteria of Financial Accounting Standard No. 13,
“Accounting for Leases.” The Company was not required to
restate prior year financial statements as a result of Financial
Accounting Standard No. 13 as it had capitalized equipment
leases in prior years.

P. R. MALLORY & CO INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note (1): Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include the ac-
counts of the Company, all domestic subsidiaries and all sig-
nificant foreign subsidiaries. All significant inter-company ac-
counts and transactions are eliminated in consolidation.
Minority interests in earnings of consolidated subsidiaries are
charged to other deductions in the consolidated statements
of earnings.

Financial statements of the consolidated subsidiaries
cover twelve-month periods ending September 30 through
December 31. Such fiscal periods have been adopted by the
subsidiaries in order to provide for a timely consolidation.

Investments in unconsolidated subsidiaries and other
companies in which there is an ownership interest of 20% or
more are accounted for by the equity mehtod and such sub-
sidiaries and companies are referred to herein as unconsoli-
dated foreign subsidiaries and affiliates or investee com-
panies. Under this method, the Company’s equity in the net
earnings or losses of the investee companies is included
currently in the Company’s net earnings except when the
Company’s share of accumulated losses exceeds the
amount of the investment including advances. Dividends re-
ceived from the investee companies are reflected as a reduc-
tion of the investment. The carrying value of these invest-
ments approximates the underlying equities in net assets.

Foreign Currency Translation

Accounts of foreign companies are translated into United
States dollars as follows: (1) monetary assets and liabilities at
year-end rates of the relevant foreign companies; (2) all other
assets and liabilities at historical rates; and (3) income and
expenses (other than those that relate to assets and liabilities
translated at historical rates) at average rates during the
year. Translation gains and losses are included currently in
net earnings.

Inventories

Inventories of domestic operations are valued at cost (de-
termined on a last-in, first-out basis) not in excess of re-
placement market. Inventories of foreign operations are val-
ued generally at standard cost, which approximates actual
cost (first-in, first-out) not in excess of replacement market.

Property, Plant and Equipment

Purchases of property, plant and equipment and expendi-
tures which materially change capacities, or extend useful
lives, are capitalized and are included in the accounts at cost.
Routine maintenance and repairs and minor replacement
costs are charged to expense as incurred.

Depreciation is generally provided on a straight-line basis
for buildings and improvements over estimated useful lives of
twenty to fifty years and on accelerated methods for ma-
chinery and equipment over estimated useful lives of five to
fifteen years.

When an asset is sold or retired before becoming fully
depreciated, the cost and accumulated depreciation are re-
moved from the respective accounts and the resultant gain or
loss is included in earnings.

Excess of Cost of Investment

The excess of cost of investment over net assets acquried
is being amortized on a straight-line basis over a forty-year
period.

Pension and Profit-Sharing Plans

The Company and certain of its consolidated subsidiaries
have pension plans and, prior to 1977, profit-sharing plans for
the benefit of the majority of employees. Generally, pension
plan expense is calculated on the basis of the actuarial cost
of current service and amortization of prior service costs over
periods of fifteen to forty years. The Company’s policy is to
fund accrued pension plan expense.

Capital Accumulation Plans

The cost of the Company’s capital accumulation plans is
accrued over the term of the performance periods. The cost
of the Tandem Appreciation Plan is based on the greater of
the increase in book value, as defined, or the increase in fair
market value of the common stock at the end of the period.
The cost of the Performance Share Unit Plan is based on the
fair market value of the common stock at the end of the
period and on the performance objective level attained during
the period. The annual provision for the cost of these awards
varies depending on the changes in the market value of the
common stock during the performance periods.

Stock Options

No entries are made in the accounts for qualified stock
options until such options are exercised. When non-qualified
stock options are granted, compensation expense is charged
and accrued compensation expense is credited for the ex-
cess of the aggregate fair market value of the shares on the
date of grant over the aggregate option price. When qualified
options are exercised, common stock is credited with the par
value of the stock issued and the excess of the proceeds over
par value is credited to additional paid-in capital. In the case
of non-qualified stock options, such excess as well as the
accrued compensation expense is credited to additional
paid-in capital.
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Taxes on Income

Provision is made annually for taxes on income including
deferred taxes on differences between financial statement
income and taxable income. Such provision recognizes addi-
tional United States taxes on income attributable to the Com-
pany’s share of undistributed earnings of investee companies
in which the Company cannot control investment policies. No
provision is made for United States taxes on income of the
Company’s share of undistributed earnings of consolidated
subsidiaries and investee companies in which the Company
can control investment policies since such earnings have
been invested or are expected to be invested for the indefi-
nite future.

Investment tax credits are recognized currently as a reduc-
tion of taxes on income.

Earnings per Share

Earnings per share are based on the weighted average
number of shares outstanding during the respective years
excluding stock options since their inclusion would not have a
dilutive effect.

CUMMINS ENGINE COMPANY, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Terms italicized in these notes are defined in the Glossary
on pages 43 and 44.

GLOSSARY OF FINANCIAL ACCOUNTING TERMS

This glossary is intended to aid readers of the financial
statements. It explains some of the financial accounting
terms used in the financial reviews, financial statements and
notes that may not be commonly understood. By their nature,
these terms are not easily defined.

Return on Net Sales: A measure of annual profitability
showing the relationship of earnings to revenue. The ratio is
net earnings divided by net sales for the year.

Return on Shareholders’ Investment: A measure of annual
profitability showing the relationship of earnings to the aver-
age shareholders’ investment for the year.

Shareholders’ Investment per Common Share: The mea-
sure of book value of a share of common stock. The value is
based on the total of contributed capital aliocated to common
stock equity and earnings retained in the business divided by
the number of common  shares outstanding at year-end.

Debt-to-Capital Ratio: The relationship of total debt includ-
ing both short-term and long-term borrowings to the sum of
debt and shareholders’ investment. The ratio measures the
portion of financing supplied by lenders.

Equity Method: A method of accounting used by an inves-
tor company to record an investment in common stock of an
unconsolidated company. The original investment is re-
corded at cost and increased (or decreased) for the investor’s
share of annual earnings (or losses) of the company and
decreased for dividends received by the investor. The inves-
tor’s share of the annual earnings (or losses) is included in its
net earnings.

LIFO (Last-In, First-Out): An inventory valuation method
which essentially charges to cost of goods sold the most
recent costs of goods purchased and manufactured. Year-

end inventory is valued using the costs of items included in
the 1974 inventory (the year the LIFO method was first used)
plus costs of quantities of inventory added in 1974 and sub-
sequent years.

FIFO (First-In, First-Out): An inventory valuation method
which values the items in year-end inventory by using the
most recent costs of goods purchased and manufactured.
This method assumes that the costs of the oldest items are
deducted from inventory and included in costs of goods sold.

Depreciation: A portion of the cost of acquired tangible
property, plant and equipment charged annually to earnings.
The annual expense is determined by dividing the cost of the
asset by the estimated number of years of its service life.

Amortization: A portion of the cost of goodwill, deferred
debt issuance expense and prepaid expenses charged an-
nually to earnings. The annual expense is determined by
dividing the cost of the intangible asset by the estimated
number of years expected to receive benefit from use of the
asset.

Timing Difference: Revenue or expenses which are in-
cluded in net earnings in a different year than reported in the
Company’s tax return. In contrast, permanent differences are
revenue or expenses that are included in the measurement of
the Company’s earnings but are not included in taxable in-
come. Permanent differences account for most of the differ-
ence between a federal income tax rate of 48 percent and the
effective tax rate used to record the provision for income
taxes.

Statement of Changes in Financial Position: A basic finan-
cial statement showing the major operating and financing
activities of the Company and their effect on funds. Funds are
defined by the Company as cash and short-term investments
less loans payable. These elements are generally inter-
changeable to support short-term cash requirements. The
net change in these elements is an indicator of the flow of
funds in the Company during the year.

Capital Lease: Lease of property, plant and equipment
which transfers many of the benefits and risks of ownership
to the lessee. These leases are accounted for as the acquisi-
tion of an asset and as the creation of a liability by the lessee.

Operating Lease: A lease which does not meet the condi-
tion of a capital lease because most of the benefits and risks
of ownership remain with the lessor. Lease payments are
charged to rental expense by the lessee.

Earnings Per Share—Primary: The relationship of net earn-
ings for the year to the weighted average number of shares of
common stock outstanding during the year, adjusted for the
possible dilutive effects of common stock equivalents, such
as stock options and some convertible securities outstand-
ing.

Earnings Per Share—~Fully Diluted: Earnings per share
based on the weighted average number of shares of common
stock outstanding during the year, adjusted for the possible
dilutive effects of all contingently issuable shares of common
stock, including common stock equivalents and other out-
standing rights to receive or convert to common stock.

Stock Appreciation Rights: Rights granted to officers and
key employees allowing them to receive in cash or common
shares the appreciation in the value of a specified number of
shares of common stock under option.
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Dividends Declared: Dividends to be paid to shareholders
at a date and in an amount specified by the Board of Direc-
tors.

Replacement Cost: An estimate of the lowest amount that
would have to be paid if the productive capacity of property,
plant and equipment or the utility of inventory was to be re-
placed at the end of the year. Because of the effects of infla-
tion, this amount is usually higher than the original cost of the
asset.

Indexing Method: A method used to estimate the replace-
ment cost of machinery and equipment which might be re-
placed, under current business conditions, with similar as-
sets. The ratio of the original cost to current purchase price of
similar assets is used to estimate replacement cost.

Unit Pricing Method: A method used to estimate the re-
placement cost of buildings and ground improvements. An
estimate of current construction costs per square foot is mul-
tiplied by the number of square feet to be replaced to calcu-
late an estimate of replacement cost of these assets.

Direct Pricing Method: A method used to estimate the re-
placement cost of equipment which might be replaced, under
current business conditions, with assets of improved
technology. The current purchase price of the assumed re-
placement asset is used as an estimate of the replacement
cost of the older asset.

ACCOUNTING CHANGES

Table 1-8 summarizes the nature of accounting changes
disclosed by the survey companies in 1977 and the fre-
quency with which such accounting changes were disclosed.
As indicated in Table 1-8, the accounting change most fre-
quently disclosed by the survey companies in 1977 con-
cerned leases. Statement of Financial Accounting Stan-
dards No. 13, issued in November 1976 by the Financial
Accounting Standards Board, superseded all previously is-
. sued APB Opinions as the authorative pronouncement on
accounting for leases by both lessees and lessors. Statement
No. 13 requires that a lessee must capitalize capital leases,
as defined, entered into on or after January 1, 1977 and that
all capital leases, including those entered into before January
1, 1977, must be capitalized for financial statements for fiscal
years beginning after December 31, 1980. Of the 97 survey
companies disclosing a change to conform to the require-
ments of Statement No. 13, 35 companies made the change
retroactively.

APB Opinion No. 20 “defines various types of accounting
changes and establishes guides for determining the manner
of reporting each type.” Examples of accounting changes not
involving a restatement of prior financial statements follow.
Examples of accounting changes involving a restatement of
prior year financial statements are presented in connection
with Table 4-3.

TABLE 1-8: ACCOUNTING CHANGES

Number of Companies
1977 1976 1975 1974

Lease capitalization.......... 97 N/C N/C N/C
Actuarial cost methods or

assumptions ............. 37 75 62 32
Translation policy............ 15 96 82 2
LIFO method adopted or ex-

fended ................... 10 13 32 198
Change in reporting entity .. 7 14 13 9
Loss contingencies........... 4 1 13 —
Other ...ocvvvveniinninnnnnnn, 21 32 100 74

N/C — Not Compiled.

Change in Accounting Estimates

ATI, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (in part): Summary of Significant Accounting
Policies

Excess of cost over equity in net assets acquired—In De-
cember 1977, because of the decline experienced in recent
years in sales and earnings (see Note 12), the Company
commenced amortizing the excess of cost over net assets
acquired arising from an acquisition made in 1970. Such ex-
cess is being amortized over 15 years on a straight-line basis
commencing September 26, 1976. The amortization had the
effect of increasing the net loss for the year ended Sep-
tember 24, 1977 by $92,475 ($.06 per share).

SEARS, ROEBUCK AND CO. (JAN)

NOTES TO FINANCIAL STATEMENTS

Note 5 (in part): Credit operations—Installment accounts
(easy payment) will be replaced by SearsCharge (a revolving
charge plan) over the next several years. To state income
more appropriately during the phase-out period of the in-
stallment accounts and the expansion of SearsCharge ac-
counts, the company, effective February 1, 1977, has
changed its estimation method for (a) amortizing unearned
finance charges related to easy payment accounts, using
actual contract lives rather than weighted average contract
lives and, (b) computing its allowance for uncollectible cus-
tomer receivables, incorporating an updated computer model
for projecting probable losses in the collection process. The
first change in estimate had the effect of reducing income by
$35 million and the second change caused an increase in
income of $31 million in 1977. The two changes reduced
1977 net income by less than $.01 per share.
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Change in Accounting Principle

THE GOODYEAR TIRE & RUBBER COMPANY (DEC)

1977 1976
(000)
Income before cumulative effect of
accounting change................ $205,781 $124,075
Cumulative effect on prior years of
accounting change for capital
1e0SeS....ouinieriiiniiininiinanns — (3,451)
Net Income for the Year ............ $205,781 $120,624

NOTES TO FINANCIAL STATEMENTS

Accounting Change—Leased Assets: The method of ac-
counting for certain leases in which the Company was lessee
was changed in 1977 to comply retroactively with Statement
of Financial Accounting Standards No. 13. The new method
requires that property held under a lease which meets
specific criteria must be capitalized as an asset and the pres-
ent value of the related lease payments recorded as an obli-
gation. Amortization of capitalized leased assets has been
computed on the straight line method.

The effect of this change was not significant in relation to
net income of any year. The financial statements for 1976
have been restated for comparative purposes and include the
charge of $3,451,000 ($.05 per share) representing the
cumulative effect on retained earnings of retroactively apply-
ing this accounting method to years prior to 1976. Consistent
with the new method, obligations of $78,950,000 at De-
cember 31, 1977 ($57,615,000 at December 31, 1976) under
leases previously described as“Industrial Revenue Bonds”
have been renamed “Capital Lease Obligations.”

Refer to note on Leased Assets for discussion of leasing
activity.

INTERSTATE BRANDS CORPORATION (MAY)

1977 1976 1975
Income before cumula-
tive effect of
change in account-
ing principle......... $ 1,671,356 $ 3,638,489 $ 6,307,212
Cumulative effect on
years prior to 1975
of capitalized
leases (note 4)..... — —
Net income ............. 1,671,356 3,638,489

Retained earnings at
beginning of period
as previously re-

(189,577)
6,117,635

49,382,985 47,464,546 42,327,467
Adjustment for retroac-
tive capitalization

of leases (note 4)..
Retained earnings at
beginning of period
as restated .........

254,182 218,115 —

49,128,803 47,246,431 42,327,467
$50,800,159 $50,884,920 $48,445,102

Note 4: Change in Accounting Principle—During 1977, the
Company changed its method of accounting for leases to
comply with Statement of Financial Accounting Standards
No. 13 (FAS 13) issued in November, 1976. As a result, the
assets and related obligations for property under capital
leases have been recorded. In compliance with FAS 13, the
financial statements for 1976 and 1975 have been restated
and the cumulative effect of the change on 1974 and prior
years has been included in net income for 1975. The effect of
the change on net income and earnings per share for 1976
and 1975 is as follows:

January 1,  December 27,
1977 1975
(53 Weeks) (52 Weeks)
Net income as previously reported. $3,674,556 $6,335,750
Current year effect .................. (36,067) (28,538)
Income before cumulative effect on ,
change in accounting principle.. 3,638,489 6,307,212
Cumulative effect of change in ac-
counting principle (net of income
tax expense of $174,993) ..... — (189,577)
Net income as restated ............. $3,638,489 $6,117,635
Earnings per common share
Based on average shares out-
standing
Net income as previously re-
ported.......coevennnnnnn. $ 1.57 $ 2.7
Current year effect .......... (.02) (.01)
Income before cumulative ef-
fect of change in account-
ing principle.............. 1.55 2.70
Cumulative effect of change
in accounting principle .. — (.08)
Net income as restated ..... $ 1.55 $ 2.62
Assuming full dilution
Net income as previously re-
ported.......coceenenenennn $ 1.49 $ 2.53
Current year effect .......... (.02) (.01)
Income before cumulative ef-
fect of change in account-
ing principle ............. 1.47 2.52
Cumulative effect of change
in accounting principle .. — (.08)
Net income as restated ..... $ 1.47 $ 2.44

CUTLER-HAMMER, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (in part): Summary of Significant Accounting
Policies

Property, Plant and Equipment—Property, plant and
equipment are carried at cost. Prior to January 1, 1977, the
Company’s provision for depreciation has generally been
made using accelerated methods of computation based on
estimated useful lives of assets. Generally, assets acquired
after January 1, 1977, are being depreciated using the
straight-line method to more closely relate to industry prac-
tices. The effect of this change in 1977 is not significant to the
financial statements and results in an increase in net income
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of $160,000 or 3 cents per common share. Related costs and
accumulated depreciation are eliminated from the accounts
upon disposal of an asset and the resuiting gain or loss is
reflected in the income statement. Fully depreciated assets
are eliminated from the asset and accumulated depreciation
accounts, although they may still be used in operations. Re-
newals and betterments are capitalized and expenditures for
maintenance, repairs, tools and dies are expensed as in-
curred.

GEO. A. HORMEL & COMPANY (OCT)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note B: Change in Accounting Method—Through fiscal
1976, the Company provided for depreciation of buildings by
the straight-line method and for depreciation of equipment by
an accelerated method approximating the double-declining
balance method. Effective October 31, 1976, the Company
changed its method of depreciating newly-acquired equip-
ment on a prospective basis to the straight line method in
order to conform to prevailing industry practice. The effect of
this change was to increase earnings before income taxes by
$1,400,000, and net earnings by $700,000 ($.15 per share) in
fiscal 1977.

SCOTT PAPER COMPANY (DEC)

1977 1976
Amount Amount
Amount Per Amount Per
In Common In  Common

Thousands Share  Thousands Share
Income before
cumulative effect
of a change in ac-
counting principle
Cumulative effect on
years prior to
1977 of changing
to the flow
through method of
accounting for in-
vestment tax
credit .............

62,110 $1.60 73,153  $2.01

37,080 .96 — —
$99.190  $2.56 $73,153  $2.01

Pro Forma Net In-
come

Although prior years
were not restated
for the change to
the flow through
method of ac-
counting for in-
vestment tax
credit, these
amounts indicate
what the net in-
come would have
been if the flow
through method
had been used in
prior years .......

$62,110  $1.60 $96,223  $2.65

FINANCIAL REVIEW
Deferred Income Taxes and Investment Credits
(Thousands) 1977 1976

Balance at beginning of year....... $107,383 $ 81,789
Reduction resulting from change to
flow through method ............ (37,080) —
70,303 81,789
Deferred taxes on timing differ-
ences
Accelerated depreciation......... 17,220 16,307
Provision for mill closings ...... (6,790) —
Investment tax credits........... (5,805) (13,672)

Other timing differences ........ 34 1)

Deferred investment tax credits.... —_ 23,070
4,659 25,594
Balance at end of year.............. $74,962 $107,383

Deferred taxes include deferred investment tax credits (in
1976 only) and the effects of timing differences where some
items of income and expense are not recognized for taxation
in the same period in which they affect earnings. Deferred
taxes in the amount of $17,220,000 were provided because
accelerated tax depreciation exceeds depreciation for finan-
cial statement purposes. Deferred taxes were reduced by
$6,790,000 for the tax effect of the 1977 provision for mill
closings which cannot be currently recognized for tax pur-
poses.

In 1977, the Company changed from the deferral method
of accounting for investment tax credits to the flow through
method to make Scott’'s accounting policy consistent with
those of most industrial companies and particularly those
companies in the pulp and paper industry. This change wiil
result in greater comparability of financial results between
companies. Under the deferral method, the credits are taken
into income over the lives of the applicable assets, while
under the flow through method the credits are taken in the
year the assets are placed in service. However, under either
method, the amount of credit which can be utilized in any one
year is subject to a limitation under federal tax law. The effect
of the change in 1977 was to increase net income by
$40,380,000 or $1.04 per share consisting of $37,080,000 or
$.96 per share from the cumulative effect of prior years’ in- -
vestment tax credits and $3,300,000 or $.08 per share from
the effect of current year investment tax credits.

The reductions in deferred taxes attributable to investment
tax credits of $5,805,000 in 1977 and $13,672,000 in 1976
represent the amount by which the investment tax credits
which can be recognized for financial reporting purposes ex-
ceed the amount which can be recognized for income tax
purposes. In addition, the Company could not utilize approx-
imately $6,500,000 of investment tax credits for financial re-
porting purposes due to the limitation. These credits will be
available to reduce taxes on income in future years. For tax
purposes, the Company has accumulated an investment tax
credit carryforward of approximately $26,000,000, which is
available to reduce taxes payabie in future years.

The Company’s policy concerning U.S. income tax on the
earnings of its international and supplier affiliates reflects the
view that because of the continuing capital needs of the af-
filiates, their undistributed earnings are expected to be, for
the most part, permanently reinvested. To that extent, Scott
has not provided U.S. income tax on its shares of these earn-
ings. If these earnings were distributed, no material amount
of U.S. income tax would be payable under existing tax laws.
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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 divi-
sions. There is a presumption that consolidated state-
ments are more meaningful than separate statements
and that they are usually necessary for a fair presenta-
tion when one of the companies in the group directly or
indirectly has a controlling 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
footnote is required.

Paragraphs 2 and 3 of ARB No. 51 and paragraph 8, Chap-
ter 12 of ARB No. 43 describe the conditions under which a
subsidiary should or might not be consolidated.

Securities and Exchange Commission Regulation S-X
stipulates when a company must present in Form 10-K sepa-
rate financial statements for consolidated subsidiaries en-
gaged in finance-related operations. As interpreted by the
SEC Staff in Staff Accounting Bulletin No. 2, annual reports
to shareholders do not have to present such separate finan-
cial statements but should, at least, include summarized fi-
nancial information for such subsidiaries for which separate
financial statements are required in Form 10-K. This re-
quirement concerning consolidated finance-related opera-
tions has limited applicability to the survey companies be-
cause the survey companies usually do not consolidate
finance-related operations.

Table 1-9 summarizes the consolidation policies of the
survey companies. For the purpose of the aformentioned
tabulations a subsidiary is a company described in an annual
report as a subsidiary or as more than 50 per cent owned by
its parent company. Notes to financial statements discussing
consolidation policies follow.

All Subsidiaries Consolidated

HEWLETT-PACKARD COMPANY (OCT)

NOTES TO THE FINANCIAL STATEMENTS

Note 1 (in part): Summary of significant accounting
policies

Principles of consolidation—The consolidated financial
statéments include the accounts of the company and its sub-
pany and all domestic and foreign subsidiaries. All significant
intercompany accounts and transactions, including inter-
company profits in inventories, have been eliminated.

The Company accounts for its investment in its unconsoli-
dated Japanese affiliate (49 percent owned) on the basis of
its equity in the underlying net assets.

TABLE 1-9: CONSOLIDATION POLICIES

1977 1976
Nature of Subsidiaries Not Consolidated
Finance related
Credit «oovevnereeir e, 97 93
INSUFANCE .oevvninniniieiiiiiiineiieeninenees 35 36
LeUSING .oueeeeiieieiiiiiiiie s 17 20
BankS ...e.ieniiiiiiiiii e 10 10
Real estate.............. N 30 33
Foreign ......oooiiiiiii 37 38
Number of Companies
Consolidating all significant subsidiaries............ 423 41
Consolidating certain significant subsidiaries ...... 167 178
Not presenting consolidated financial statements . 10 1
Total Companies 600 600

LOWE’S COMPANIES, INC. (JUL)

NOTES TO FINANCIAL STATEMENTS
Note 1 (in part): Summary of Accounting Policies:

Principles of Consolidation—The consolidated financial
statements include the accounts of the company and its sub-
sidiaries, all of which are wholly owned. There are 154 sub-
sidiary corporations: 149 store companies, two lumber dis-
tribution yards, a merchandise distribution center, a real es-
tate company and an advertising agency. The practice of
forming a subsidiary for each new market area has been
discontinued and present plans call for new store locations
and existing subsidiaries to be organized within state lines.
All material intercompany accounts and transactions have
been eliminated.

MELVILLE CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (in part): Summary of Significant Accounting
Policies

Principles of Consolidation: The consolidated financial
statements include the accounts of all subsidiaries. Included
are foreign subsidiaries whose results of operations for 1977
and 1976 are insignificant in relation to the consolidated re-
sults of operations and financial position. The minority in-
terest represents the participation on a 51%-49% basis, re-
spectively, of the Company and K mart Corporation (K mart)
in the ownership of all retail subsidiaries formed from 1975
through 1984 for the purpose of operating leased shoe de-
partments in K mart stores. In addition, K mart is increasing
its ownership in such leased departments in existence at
December 31, 1974 from 25% to 49% over a four year period
ending in 1978. All intercompany balances and transactions
have been eliminated.
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OUTBOARD MARINE CORPORATION (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 2: Basis of Consolidation—The accounts of all sub-
sidiaries are included in the Consolidated Financial State-
ments. Intercompany accounts, transactions and earnings
have been eliminated in consolidation. All subsidiary com-
panies are wholly owned except Outboard Marine Australia
Pty. Limited which is 70% owned; the minority interest in this
subsidiary’s earnings and stockholders’ investment is in-
cluded in other expense and other accounts payable in the
Consolidated Financial Statements. The amounts included in
other expense are $571,000 and $697,000 in 1977 and 1976,
respectively. The amounts included in other accounts pay-
able are $2,544,000 and $2,303,000 at September 30, 1977
and 1976, respectively.

THE SUPERIOR OIL COMPANY (DEC)

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Principles of Consolidation—The consolidated financial
statements include the accounts of all domestic and foreign
subsidiaries owned more than fifty percent including Cana-
dian Superior Oil Ltd. (Canadian Superior) which is 50.9 per-
cent owned. The minority interest shareholders’ equity in the
net assets of subsidiaries is set forth in the Consolidated
Balance Sheet and their equity in subsidiaries’ net income
has been deducted in arriving at consolidated net income. All
significant intercompany accounts and transactions have
been eliminated.

Superior's investments in all other companies owned
twenty percent or more are stated at cost as adjusted for
Superior's share of reported earnings or losses less amorti-
zation of excess costs. Investments in all other companies
are carried at cost.

Certain prior year amounts have been reclassified to con-
form to 1977 presentation.

All Significant Subsidiaries Consolidated
THE ANSUL COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (in part): Summary of Significant Accounting
Policies

Principles of Consolidation—The consolidated financial
statements include the accounts of The Ansul Company and
all significant subsidiaries. These subsidiaries are wholly
owned, with the exception of Lane Limited (our Australian
subsidiary) which is 73% owned. The non-U.S. consolidated
subsidiaries are included in the financial statements on the
basis of fiscal years ended November 30. Certain minor
non-U.S. subsidiaries are included in the financial statements
on an equity basis due to requirements in their respective
countries that they eventually become majority owned by
local citizens.

P. R. MALLORY & CO. INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (in part): Summary of Significant Accounting
Policies

Principles of Consolidation—The consolidated financial
statements include the accounts of the Company, all domes-
tic subsidiaries and all significant foreign subsidiaries. All sig-
nificant inter-company accounts and transactions are elimi-
nated in consolidation. Minority interests in earnings of con-
solidated subsidiaries are charged to other deductions in the
consolidated statements of earnings.

Financial statements of the consolidated subsidiaries
cover twelve-month periods ending September 30 through
December 31. Such fiscal periods have been adopted by the
subsidiaries in order to provide for a timely consolidation.

Investments in unconsolidated subsidiaries and other
companies in which there is an ownership interest of 20% or
more are accounted for by the equity method and such sub-
sidiaries and companies are referred to herein as unconsoli-
dated foreign subsidiaries and affiliates or investee com-
panies. Under this method, the Company’s equity in the net
earnings or losses of the investee companies is included
currently in the Company’s net earnings except when the
Company’s share of accumulated losses exceeds the
amount of the investment including advances. Dividends re-
ceived from the investee companies are reflected as a reduc-
tion of the investment. The carrying value of these invest-
ments approximates the underlying equities in net assets.

Finance-Related Subsidiaries Not
Consolidated

ARCHER DANIELS MIDLAND COMPANY (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (in part): Summary of Significant Accounting
Policies

Principles of Consolidation—The consolidated financial
statements include the accounts of the Company and all
majority-owned subsidiaries except National City Bancorpo-
ration and its banking affiliate, National City Bank of Min-
neapolis. Upon consolidation, all significant intercompany
accounts and transactions are eliminated. Investments in Na-
tional City Bancorporation and 50%-owned companies are
carried at cost plus equity in undistributed earnings since
acquisition.

THE BENDIX CORPORATION (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Summary of Significant Accounting Policies (in part)

Consolidated financial statements and related matters—
The consolidated financial statements comprise those of the
Corporation and all of its subsidiaries, except for its insurance
subsidiaries. Equity in earnings of the nonconsolidated insur-
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ance subsidiaries and of other companies (where the Corpo-
ration’s equity investments enable the use of significant influ-
ence over operating and financial policies) is included in con-
solidated income currently. The financial statements of sub-
sidiaries outside the U.S. and Canada generally are included
in the consolidated financial statements on the basis of fiscal
years ending on August 31.

THE CONTINENTAL GROUP, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

Statement of Accounting Policies (in part)—The consoli-
dated financial statements include the accounts of The Con-
tinental Group, Inc. (the Company), and all significant sub-
sidiaries other than the Richmond Company, which is en-
gaged primarily in insurance operations, and a wholly-owned
leasing company whose financial operations are dissimilar to
the manufacturing operations of the consolidated group.
These insurance and leasing companies are accounted for
by the equity method.

THE DOW CHEMICAL COMPANY (DEC)

ACCOUNTING PRINCIPLES

Consolidation—The accompanying consolidated financial
statements include the assets, liabilities, revenues and ex-
penses of all significant subsidiaries except for a bank and
two insurance companies. Because of the nature of their op-
erations, the accounts of these companies are not consoli-
dated. However, their earnings are included in consolidated
net income under the equity method of accounting.

GENERAL ELECTRIC COMPANY (DEC)

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Basis of consolidation—The financial statements consoli-
date the accounts of the parent General Electric Company
and those of all majority-owned and controlled companies
(“affiliated companies”), except finance companies whose
operations are not similar to those of the consolidated group.
All significant items relating to transactions among the parent
and affiliated companies are eliminated from the consoli-
dated statements.

The nonconsolidated finance companies are included in
the statement of financial position under investments and are
valued at equity plus advances. In addition, companies in
which GE and/or its consolidated affiliates own 20% to 50%
of the voting stock (“associated companies”) are included
under investments, valued at the appropriate share of equity
plus advances. After-tax earnings of nonconsolidated finance
companies and associated companies are included in the
statement of earnings under other income.

A nonconsolidated uranium mining company (see note 13)
is also included under investments and is valued at cost.

JIM WALTER CORPORATION (AUG)

NOTES TO FINANCIAL STATEMENTS

Note 1: Principles of Consolidation—The financial state-
ments include the accounts of Jim Walter Corporation (the
Company) and all companies which are over 50% owned,
except First Brentwood Corporation and its subsidiaries
(Brentwood). The investments in consolidated subsidiaries
are carried at equity in underlying net assets pius the un-
amortized balance of the net excess of cost of investments
over equity at dates of acquisition which is classified in con-
solidation as property, plant and equipment (credit amount
shown separately) and other assets.

The investment in Brentwood (100% owned) is carried at
equity in net assets. Substantially all of Brentwood’s retained
earnings of $24,099,000 has qualified as tax deductions and
no provision for federal income tax has been made thereon; if
such retained earnings are subsequently used for purposes
other than to absorb loan losses, including distributions in
liquidation, they will be subject to federal income tax at the
the prevailing corporate rates. At August 31, 1977
$14,365,000 appropriated to general reserves, as required
by regulatory authorities, is included in stockholder’s equity of
Brentwood Savings and Loan Association, Brentwood's
wholly-owned savings and loan subsidiary.

NATIONAL CAN CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS
Note A (in part): Statement of Accounting Policies:

Principles of Consolidation: The consolidated financial
statements include the accounts of the Corporation and all
domestic operations, except for a wholly owned financial ser-
vices subsidiary, which is insignificant. The investments in
subsidiaries engaged in international operations and in finan-
cial services activities are carried at cost plus equity in earn-
ings (loss) since acquisition. All significant intercompany ac-
counts and transactions have been eliminated in consolida-
tion.

Real Estate Subsidiaries Not
Consolidated

POTLATCH CORPORATION (DEC)

SUMMARY OF PRINCIPAL ACCOUNTING POLICIES

Consolidation—The financial statements include the ac-
counts of Potlatch Corporation and subsidiaries except
Brown & Kaufmann, Inc., a homebuilding and land develop-
ment subsidiary, which is carried at cost of investment and
advances, adjusted for equity in results of operations. Sig-
nificant intercompany transactions and accounts are elimi-
nated.
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THE WILLIAMS COMPANIES (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1 (in part): Summary of Significant Accounting
Policies

Principles of consolidation—The consolidated financial
statements include the accounts of The Williams Companies
(“Williams™) and all significant majority owned subsidiaries.
Companies engaged in real estate activities and companies
in which Williams and its subsidiaries own 20% to 50% of the
voting common stock are accounted for under the equity
method, except for a 25% owned fertilizer company in the
Republic of Korea which is accounted for under the cost
method. The cost method is used because Williams does not
have the ability to exercise sufficient influence over operating
and financial policies of the company to warrant application of
the equity method.

Foreign Subsidiaries Not Consolidated

BORG-WARNER CORPORATION (DEC)

SUMMARY OF ACCOUNTING POLICIES

The following paragraphs briefly describe the company’s
significant accounting policies. Certain amounts in the 1976
financial statements have been reclassified to conform to the
1977 presentation.

Principles of consolidation—The consolidated financial
statements include all subsidiaries except those in Mexico
and South America, which are carried at cost due to political
and economic uncertainty, and the financial services com-
panies. Investments in the financial services companies and
in affiliated companies, at least 20% owned by Borg-Warner,
are carried at equity in underlying net assets.

NOTES TO FINANCIAL STATEMENTS

Operations outside the United States—Borg-Warner's
equity in net earnings of consolidated subsidiaries located
outside the U.S. was $4.8 million in 1977 and $3.3 million in
1976.

Borg-Warner's equity in the net assets of these companies
at December 31 is summarized as follows:

(millions of dollars) 1977 1976
Current assefs ..........c.eevenenen. $235.6 $238.5
Non-current assets .................. 145.3 149.4
Total assets .....coevvvvnvrvinennenns 380.9 387.9
Current liabilities .................... 96.5 103.6
Non-current liabilities ............... 92.7 120.3
Net assets before minority interests 191.7 164.0
Minority inferests.................... 16.0 15.1

Borg-Warner‘s equity in net assets $175.7 $148.9
Consolidated net earnings for the years 1977 and 1976
includes net exchange losses of $1.0 million and $12.2 mill-

ion, respectively.

Borg-Warner's equity in underlying net assets of its Mexi-
can and South American subsidiaries at December 31, trans-
lated at exchange rates in effect at each year-end, exceeded
the carrying value of these companies by $11.6 million for

1977 and $9.4 million for 1976. Dividends from these com-
panies, which are included in earnings, amounted to $.1 mill-
ion in 1977 and $1.9 million in 1976.

EX-CELL-O CORPORATION (NOV)

NOTES TO CONSOLIDATED FINANCIAL STATE-

MENTS

Note 1 (in part): Significant Accounting Policies

Principles of Consolidation—The consolidated financial
statements include the accounts of the Company, all domes-
tic subsidiaries and subsidiaries in Canada, England and
West Germany with all significant intercompany balances
and transactions eliminated. The investment in an immaterial
foreign subsidiary operating in India, together with invest-
ments in certain foreign affiliated companies less than 50%
owned, are recorded on the equity method.

HARNISCHFEGER CORPORATION (OCT)

FINANCIAL NOTES

Note 1 (in part): Summary of Significant Accounting
Policies

Consolidation—The consolidated financial statements in-
clude the accounts of all majority-owned subsidiaries except
a wholly-owned domestic finance subsidiary, which is ac-
counted for under the equity method, and a wholly-owned
Brazilian subsidiary, which is carried at cost because its earn-
ings are subject to material financial risks. Investments of
less than 20% ownership are carried at cost. Intercompany
transactions have been eliminated in the consolidated finan-
cial statements.

Subsidiaries Not Consolidated—Control
Is Temporary

THE GILLETTE COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

Summary of Significant Accounting Policies (in part):

Principles of Consolidation—The consolidated financial
statements include the accounts of the Company and all
major owned subsidiaries, except for Cambridge Shaver Im-
ports, Inc. (see page 29). Investments in less than majority
owned companies are accounted for on the equity method.
Intercompany accounts and transactions have been elimi-
nated. Accounts of subsidiaries outside the United States
and Canada have been included on the basis of fiscal years
generally ending November 30, except for the Braun group of
companies, whose fiscal year ends September 30.

PAGE 29

Braun Antitrust Suit—At the end of 1975, the United States
District Court in Boston approved a consent decree settling
an antitrust suit brought by the Justice Department following
the acquisition of Braun AG in 1967. Under the settlement a
new company, Cambridge Shaver Imports, Inc., was formed
to market Braun-made electric shavers in the United States.
A total of $2.5 million is required to be invested in the capital
stock of the new company in three annual instaliments, the
second of which was completed in 1977.
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The new company is to be divested no later than May,
1980, after approval by the Court, or the Court may then
appoint a trustee to make the divestiture. The purchaser of
the new company will receive rights to an exclusive supply
contract for the United States, in addition to certain patent
rights and manufacturing know-how.

Under the settlement Gillette retains its ownership of Braun
AG, and Braun AG retains its foreign business and its exist-
ing business in the United States in lines other than electric
shavers.

INSILCO CORPORATION (DEC)

SUMMARY OF ACCOUNTING POLICIES

Principles of Consolidation—The consolidated financial
statements include the accounts of the Company and its sig-
nificant majority owned subsidiaries except its wholly-owned
finance subsidiary and Times Fiber Communications, Inc., a
joint venture in which the Company’s 51% control is expected
to be temporary. Investments in the finance subsidiary, joint
ventures and other associated companies are accounted for
using the equity method.

BUSINESS COMBINATIONS

Paragraph 8 of APB Opinion 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 com-
bination. A business combination which meets
specified conditions requires accounting by the pooling
of interests method. A new basis of accounting is not
permitted for a combination that meets the specified
conditions, and the assets and liabilities of the combin-
ing companies are combined at their recorded
amounts. All other business combinations should be
accounted for as an acquisition of one or more com-
panies by a corporation. The cost to an acquiring cor-
poration of an entire acquired company should be de-
termined by the principles of accounting for the acquisi-
tion of an asset. The cost should then be allocated to
the identifiable individual assets acquired and liabilities
assumed based on their fair values; the unallocated
costs 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 1977 the survey companies re-
ported 48 business combinations accounted for as a pooling
of interests of which 17 such business combinations did not
result in a restatement of prior year financial statements.
Those companies not restating prior year's financial state-
ments for a pooling of interests usually commented that the
reason for not doing so was immateriality. Examples of pool-
ings of interests and purchases follow.

POOLINGS OF INTERESTS

CHAMPION INTERNATIONAL CORPORATION
(DEC)

NOTES TO FINANCIAL STATEMENTS

Note 16: On February 24, 1977, Hoerner Waldorf Corpora-
tion, a manufacturer and marketer of paper packaging prod-
ucts, was merged into the Company in exchange for
14,386,657 shares of the Company’s common stock. Each
share of Hoerner Waldorf common stock was converted into
.95 of a share of the Company’s common stock. The Com-
pany reserved 1,252,908 shares of common stock for is-
suance on conversion of Hoerner Waldorf's convertible sec-
urities and on exercise of Hoerner Waldorf's employee stock
options. Additionally, the number of authorized shares of
common stock was increased from 60,000,000 to
100,000,000.

The transaction was accounted for as a pooling of in-
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