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PREFACE
.

Accounting Trends & Techniques—1986, Fortieth Edition, is a compilation of data obtained by a
survey of 600 annual reports to stockholders undertaken for the purpose of analyzing the accounting
information disclosed in such reports. The annual reports surveyed were those of selected industrial and
merchandising companies for fiscal periods ending between February 22, 1985 and February 2, 1986.

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 either by writing or by calling Richard Rikert—(212) 575-6394.

Each of the 600 survey companies included in this edition has been assigned an identification number
which is used for reference throughout the text in the discussion of pertinent information. For prior editions
(1967-1985), the same identification number was used for a company while that company was included in
the survey. When a company was deleted from the survey, its identification number was not reused. For
this edition new identification numbers have been assigned to facilitate preparation of the text.

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

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

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

Trends (212) 575-6394 AICPA Technical Hotline
NAARS (212) 575-6393 (800) 223-4158 (Except New York)
Order Department (212) 575-6426 (800) 522-5430 (New York Only)
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TABLE 1-1: INDUSTRY CLASSIFICATIONS |

1985
Foods:
Meat products ............ 7
Dairy Products............. 4
Canning, efc............... 4
Packaged and bulk ....... 18
Baking .........ceceneennn. 4
Sugar, confections, etc... 4
Beverages ................... 6
Tobacco products ............ 5
Textiles ....ccceeeevinennen.. 22
Paper products............... 20
Printing, publishing.......... 17
Chemicals .................... 25
Drugs, cosmetics, etc. ...... 27
Petroleum ................... 29
Rubber products, etc. ....... 9
Shoes—manufacturing,
merchandising, etc. ...... 8
Building:
Cement ............ceeeens 3
Roofing, wallboard ....... 11
Heating, plumbing ........ 3
Other.....c.cceevveninnenne. 18
Steel and Iron................ 16
Metal—nonferrous ......... 17
Metal fabricating ............ 18
Machinery, equipment and
supplies ........cocuuvnuins 38
Electrical equipment,
appliances ................ 20
Electrical, electronic equip-
(11111 ) S 31
Business equipment and
supplies.....c..ccoevennnnns 20
Containers—metal, glass,
eft. i 1
Autos and trucks (including
parts, accessories) ....... 25
Aircraft and equipment,
. @erospace ................ 10
Railway equipment, ship-
building, etc............... 6
Controls, instruments, medi-
cal equipment, watches
and clocks, efc............ 18
Merchandising:
Department stores........ 7
Mail order stores, variety
stores .................. 2
Grocery stores............ 17
Other .......ccovvnennennn. 6
Motion pictures, broadcast-
117+ IR UPP 6
Widely diversified, or not
otherwise classified ...... 88

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

1984

19
30
17

22

13

19

600

1983

19
29

18

22
13

600

18
30

16

23

14

16

600

| Section 1: General
]

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

COMPANIES SELECTED FOR SURVEY

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

TABLE 1-2: REVENUE OF SURVEY COMPANIES

1985 1984 1983 1982

Less than $100,000,000... 54 63 69 68
Between $100,000,000 and

$500,000,000............ 121 119 116 118
Between $500,000,000 and

$1,000,000,000......... 88 88 98 89
Between $1,000,000,000

and $2,000,000,000 .... 17 17 104 105
More than $2,000,000,000 220 213 213 220

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




2 Section 1: General

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

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

1. Selected quarterly financial data.

2. Disagreements with accountants on accounting and
financial disclosure.

3. Effects of inflation for those companies not required
by FASB Statement of Financial Accounting Stand-
ards No. 33 to disclose such information.

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

Segment information.

Listing of company directors and executive officers.

© N OO K

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

9. Management's discussion and analysis of financial
condition and results of operations.

Examples of items 1, 4, and 9 follow. Examples of segment
and inflation information disclosures are,presented on pages
15-22 and pages 82-96, respectively.

Quarterly Financial Data
THE BLACK & DECKER CORPORATION (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 16: Quarterly Results (Unaudited)

1985 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
Net SAIBS ..ovieniniiiiiii et e e ea e $503,033 $403,045 $371,903 $454,297
GroSS MOPGIN...c..euieniniinineeeneiet i errereterteaenaeeenesaansrasnsencnens 189,685 151,720 128,789 154,856
Net earnings (I0SS) ...eoenriimiiiiiiiiiiie e e e re e e e 29,036 14,714 (7,032) (195,143)
Earnings (loss) per share.............ooeeviiiiieiiieiiiiiiiecr e .57 .29 (.14) (3.82)
1984

Net SAIES «.oeeeeiniiii et e a e e e $358,127 $318,834 $373,024 $482,898
GrOSS MONGIN. . e.euneeeuneteereeetreneneneenanenseetaeasesasesaenrnenenenansenenes 139,466 127,084 145,129 167,363
NEt BAIMINGS - .eovuiiietiiet et eetiieeer e et teaeneeaeenenaaneaensseasnes 26,702 23,103 21,1 24,488

Earnings per Share.........co.ooiviiiniiiiiiiiir e .56 .49 .43 .48



Information Required By SEC Regulations

Results for the third and fourth quarters of 1985 included
charges for restructuring costs, net of income taxes, of
$9,545 ($.19 per share) and $194,700 ($3.81 per share),
respectively.

The year endéd September 30, 1984 was a 53-week year
and, accordingly, the fourth quarter of 1984 included 14
weeks compared to 13 weeks in the fourth quarter of 1985.

During the third quarter of 1984, the acquisition of General
Electric Company’'s Housewares operations was completed.
The acquisition was accounted for as a purchase. Accord-
ingly, operating results included the results of the House-
wares operations from the purchase date, April 27, 1984.

Earnings per share calculations for each of the quarters
are based on the weighted average numbers of shares out-
standing for each period and the sum of the quarters may not
necessarily be equal to the full year earnings per share
amount.

IPCO CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 10-Quarterly Financial Data (Unaudited)

Summarized quarterly financial data (in thousands of dol-
lars except per share amounts) for the fiscal years ended
June 30, 1985 and 1984 are as follows:

Fiscal Year 1985 Sept. 30,
Net SAlES ...vineiiiiiiiiiiei e et reen et eentreaes $51,200
Gross Profit .....c.ceuvnveeeiiriveniierereieer et 23,678
NEt INCOME . eueneieenieiiitiieeireiieeeienneneescnsassssesnsnnens 1,513
Primary Earnings Per Share:

Net INCOME ...euiiiitieiiiiiiiiirireeieenrerecneereniaeencnns .28
Cash Dividends Per Share..........cccoeeuiveeeciieneninenns .085
Common Stock Price:

HIGN e 13.375
LOW tivineninitenieiserernentersenenenensnensnenceeresnsnsnenanres 10.750
Fiscal Year 1984

Net SalES .ovvniieiniiieriieir e reerrrerererneeiaieaeins $46,208
Gross Profit .......cceeeniinveiiiiiiiriniieeeeiereiieenenee 21,040
Income Before Extraordinary Tax Credit..........ccocvuvunens 1,652
Net INCOme ....eivireiiiiiiiier i eaes 1,677
Primary Earnings Per Share:

Income Before Extraordinary Tax Credit....................... .30
Net INCOME ...t iiiriieieeereisscsseeanas .30
Cash Dividends Per Share .........ccoeeiiiieiiivnreicnienenen. 075
Common Stock Price:

HIgh. .o e e 18.125

LOW e 14.250

Quarter Ended
Dec. 31,
$49,005

21,845

677

13
.085

11.875
9.750

$44,386
20,193
1,334
1,359

.24
.25
075

16.500
11.250

March 31,

$54,200
24,151
1,182

.22
.085

13.000
10.375

$49,667
22,224
1,790
1,815

32
.33
.075

14.625
9.750

June 30,
$56,394
26,035
1,486

.28
.085

13.500
10.875

$52,787
25,337
1,626
1,851

.29
.33
.075

12.875
10.500

Year
Ended
June 30,
$210,849
95,709
4,858

.92
.34

13.500
9.750

$193,048
88,794
6,402
6,702

1.16
1.21
.30

18.125
9.750
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LONE STAR INDUSTRIES, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

26. Quarterly Financial Data (Unaudited)

Summarized quarterly financial data for 1985 and 1984 is
as follows (in thousands except per-share data):

1985 First
Nt SAIES . .. e e aa e $160,040
Gross Profit ......ccueuiinieiiiiiiii e e e $ 17,865
Income (loss) before extraordinary gains............ccoevvevininiiiiineniinennnnns $ (6,939)
Extraordinary gains:

Extinguishments of debt, net of income taxes ..............cceevveninennn.. 2,340

Utilization of tax loss carryforward by a joint venture ....................... 354
Net INCOME (10SS) ... euvnineeniniieiii et erneneeaeen $ (4,245)
Income (loss) per common share:
Primary:

Income (loss) before extraordingry gains.............eeevvvneeirnnereineennnn. $ (0.96)

Extraordingry gains...........coceviiiiiiniiiiieii e 0.21
Nt INCOME (10SS) v vneneieeiiiiiii i iieetetere it eeteeneneeenenenenannes $ (0.75)
Fully diluted:

Income (loss) before extraordinary gains............coeeeiiiiviinieneinnennen. $ (0.96)

Extraordingry gains.........coocviiiiiiiiiiiii e 0.21
Net INCOME (l0SS) ...vuvenrnreriniiieiie et e e e e e e eas $ (0.75)
1984
Net SAIES ..oeeiriiiiiii et eaaas $189,726
Gross Profit ......eeeuiiineieniiieeiiiieie e $ 16,625
Income (loss) before extraordinary gains............ccccvuevunienniineeinnnnnnnns $ (8,239)
Extraordinary gains:

Extinguishments of debt, net of income taxes ...............cccoevnevniennnnn. —

Utilization of tax loss carryforward by a joint venture ....................... —
Net inCome (10SS) ...ceurerieeiniiiiie it rie et eaeereeaeanernes $ (8,239)
Income (loss) per common share:
Primary:

Income (loss) before extraordinary gains............cceuvevieienienninennnen. $ (0.97)

Extraordingry gains..........cccoviivivinieinriiieriieee e eaeeans —
Net INCOME (0SS) .e.uuvenerneriiereieereereiieei et ceae e e eineerneeens $ (0.97)
Fully diluted:

Income (loss) before extraordinary gains..........cceeueiuninniiiiieiiiinnnnns $ (0.97)

Extraordingry gains...........cccccoiiiiiiiiiiiiiiie e e —
NEt INCOME (J0SS) .. vuuvrnernerreeeinereie et eiie et eei et e it e e rraeerneeens $ (0.97)

Quarter

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

504
$ 17,862
$ 0098

0.04
$ 1.02
$ 0.95

0.03
$ 0.98
$279,971
$ 43,909
$ 11,526

184
$ 11,710
$ 049

0.02
$ 0.51
$ 049

0.02
$ 0.51

Third
$254,964
$ 55,333
$ 35,181

553
$ 35,734
$ 239

0.05
$ 2.4
$ 2.n

0.03
$ 214
$279,762
$ 51,130
$ 10,915

273

260
$ 11,448
$ 044

0.04
$ 0.48
$ 044

0.04
$ 048

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

84
$ 8,965
$ 0.32

0.01
$ 0.33
$ 0.32

0.01
$ 0.33
$257,106
$ 48,031
$ 38,218

98

201
$ 38,517
$ 259

0.02
$ 261
$ 226

0.02
$ 2.28

(1) Gross profit is after deducting depreciation expense relating to cost of sales of $43,005,000 and $45,321,000 in 1985 and 1984, respectively.
(2) Earnings per share are computed independently for each of the quarters presented. Therefore, the sum of the quarterly earnings per share in
1985 do not equal the total for the year because of the stock transactions which occurred during 1985 as described in Note 19.
(3) The effect of preferred stock, convertible debentures and stock options on the fully-diluted earnings per share computation for the first and fourth
quarters of 1985 and the first three quarters of 1984 were anti-dilutive and, therefore, primary and fully-diluted earnings per share are equivalent.
(4) The gain on asset dispositions contributed $354,000, $325,000 and $27,898,000, respectively, to the first, second and third quarter pre-tax
income for 1985. The gain on asset dispositions contributed $9,406,000, $12,797,000, $991,000 and $32,440,000, respectively, to the first,

second, third and fourth quarter pre-tax income for 1984.

(5) In December 1984 the company received regulatory approval for the termination of its existing salaried employees pension plan qnd the
establishment of a new salaried employees pension plan (see Note 22). The termination and other changes resulted in a pension credit of approximately

$6,200,000 in the fourth quarter of 1984.
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WILSON FOODS CORPORATION (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS
Note 14—Quarterly Financial Information (Unaudited)

The following table presents unaudited financial informa-
tion by quarter for 1985 and 1984:

1985
NEt SAIES ..ottt e e e re e e eas
Gross Profit ......oouiuinieiiii e anees

Income (loss) before extraordinary gains
Extraordinary gains

Net iNCOME (J0SS) +.eevereernieeriinrerireenieerereeneeeraenanerarnreereaaencnnnenns

Income (loss) per common share before extraordinary gains
Extraordinary gains per common share

Net income (loss) per common share
1984

Net sales
Gross Profit ........veuirenenireiieniiiieteenene ittt re et enees

Income (loss) before extraordinary gains(1)
Extraordinary gains

Net income (loss)

Income (loss) per common share before extraordinary gains (1)
Extraordinary gains per common share

Net income (loss) per common share

First Second Third Fourth
Quarter Quarter Quarter Quarter
(Thousands of dollars, except per share data)
$402,177 $382,461 $357,629 $390,888
$ 22,011 $ 17,081 $ 18,078 $ 20,411
$ 127 $ (5,952) $ (5.527) $ (5,397)
—_ 564 —_ —_
$ 127 $ (5,388) $ (5,527) $ (5,397)
$ .02 $ (1.0103 $ (92 $ (.90
$ .02 $ (.90 $ (.92 $ (.90)
$514,794 $468,426 $456,687 $443,523
$ 20,740 $ 30,184 $ 20,29 $ 18,810
$ (4,137) $ 7,334 $ (5,419) $ (4,900)
— 24,909 5,817 1,963
$ (4137) $ 32,243 $ 398 $ (2,937)
$ (.70) $ 1.25 $ (.92 $ (.83)
— 4.23 .99 .33
$ (.70) $ 5.48 $ .07 $ (.50

(1) Includes unusual items relating to inferest expense under the Plan of Reorganization, losses on the sales of the Albert Lea, Minnesota and Cedar
Rapids, lowa slaughtering and processing facilities and the sale of a wholly-owned subsidiary, estimated costs of plant closir[g§, and expenses related
to the Chapter 11 reorganization during the third and fourth quarters aggregating approximately $5.4 million and $4.7 million, respectively.

RANCO INCORPORATED (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2. Quarterly Financial Data (Unaudited):

Quarterly results of operations for the years ended Sep-
tember 30, 1985 and 1984 are summarized below:

(In thousands except per share amounts)

1985
NEt SAIES «.onenenininene ettt e
Gross profit
NEt INCOME ...enein ittt e e et e e e
Net income per share

1984

NEt SQIES . ..eeeeeinie e e et r e
Gross profit
NET IMCOME ... ettt e eieeer e e ceteaneee e eneassseennsanaans
Net income per share

The Company significantly reduced its pension expense in
the third and fourth quarters of fiscal 1985. Excellent invest-
ment performance has contributed to a substantial overfund-
ing of the Company’s domestic pension plans. Actuarial as-

Fiscal Quarters Ended

Dec 31 Mar 31 Jun 30 Sep 30
$39,260 $44,143 $45,185 $40,747
9,166 12,005 13,759 11,447
481 1,681 2,531 2,221
$.13 $.47 $.70 $.61
$40,216 $49,322 $46,548 $41,374
9,753 13,505 13,180 10,655
1,081 2,531 2,297 1,961
$.30 $.71 $.64 $.55

sumptions were changed in the third quarter to recognize
both the past investment performance and the expectation of
good rates of return on pension fund investments in the fu-
ture. The net effect of the changes was to decrease pension
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costs, aftertax, by $.2 million in the third and fourth quarters
compared to earlier quarters this year. This was equivalent to
$.04 and $.05 per share, respectively.

Net income in the fourth quarters of both 1985 and 1984
reflected a favorable change in anticipated tax credits. These
were equivalent to $.07 and $.08 per share, respectively.

The fourth quarter of fiscal 1985 also included a $.4 million
aftertax benefit ($.10 per share) from favorable inventory ad-
justments resulting from cuts in overhead costs and greater
employee productivity. In the first quarter of fiscal 1984, the
Company received settlement of a claim against the
Deutsche Bundesbahn representing an adjustment of the
selling prices of facilities sold by the Company in 1979 and
1980. This settlement resuited in an aftertax gain of $350,000
($.10 per share).

Selected Information For Five Years

ANALOGIC CORPORATION

Consolidated Summary of Operations

Years Ended July 31,

1985 1984 1983 1982 1981
Net sales .....cuvuninieii s $132,019,371 $147,911,909 $133,487,901 $111,048,360 $85,979,903
Cost 0f Sales .....ceenreinieiiiiiie e 77,665,144 85,470,886 75,085,317 64,628,510 48,374,964
Gross profit ......c.ceeuveniiemiiiiiiiiirie e 54,354,227 62,441,023 58,402,584 46,419,850 37,604,939
Expenses and other charges (income):
General and administrative ..............ccoeeeiiievninnnnnn. 11,708,383 11,699,469 10,190,095 7,283,876 5,500,503
SElliNg ..ceviniiiiiiii e 12,753,124 11,971,353 11,073,486 9,744,142 8,758,383
Research and product development......................... 18,415,977 18,676,765 16,069,132 11,029,291 9,162,706
Interest expense ............ooeviiiiiiiiiei e 1,088,576 774,449 102,000 401,294 1,003,368
Interest/dividend income ...........coeevvieeenernciniiniinnns (3,945,810) (4,529,532) (2,227,722) (1,440,248) (911,466)
40,020,250 38,592,504 35,206,991 27,018,355 23,513,494
income from operations ............c.ceevvuiiniirerenienennnnnn. 14,333,977 23,848,519 23,195,593 19,401,495 14,091,445
Gain from sales of investment and marketable securities, net. (1,310,791)
Equity in loss of affiliated company..................cccoceeels 561,600 819,700
Income before income taxes and extraordinary credit....... 14,333,977 24,597,710 22,375,893 19,401,495 14,091,445
Income taxes:
CUITENT L.t ee e e e 3,237,300 6,951,400 8,086,255 7,271,195 5,729,810
Deferred......cccoenenininiiiiiiieireee e 1,598,000 1,202,000 117,745 344,505 60,490
4,835,300 8,153,400 8,204,000 7,615,700 5,790,300
Income before extraordinary credit...............cceuvennen... 9,498,677 16,444,310 14,171,893 11,785,795 8,301,145
Extraordinary credit, tax benefit of subsidiary net operating
loss carryforward...........coooiiiiiiiiiiiiii s 441,000
Net INCOME ...ueeiiniiei i erre e e e eaanaas $ 9,939,677 $ 16,444,310 $ 14,171,893 $ 11,785,795 $ 8,301,145
Earnings per common and common equivalent share (A):
Income before extraordinary credit.................c..oe..Ll. $.51 $.87 $.78 $.68 $.49
Extraordinary credit ..........oeeiiniiiiiniiiie e .02
Net iNCOME .....ovuinieitiiiit i ee e $.53 $.87 $.78 $.68 $.49

Number of shares used in computation of per share data (A) 18,783,592 18,862,387 18,179,054 17,322,210 16,851,580

(A) Earnings per common and common equivalent share as retroactively adjusted to reflect 2-for-1 stock splits and the results of the operations of 3H
Industries, (see Notes to Consolidated Financial Statements included elsewhere herein) are based on the weighted average of common and common
equivalent shares for the five years ended July 31, 1985. Fully diluted earnings per share have been omitted since they are the same as primary
earnings per share.

(B) There were no cash dividends paid on common stock during the five years ended July 31, 1985.
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FISCHBACH CORPORATION

. Selected Financial Data
(In thousands except per share data)

Year ended September 30

Revenues From Completed Contracts and Other Operations .
Excess of Revenues Over Costs of Completed Contracts and

Other Operations...........coveviienreniiinrieeeneninenninnes
Income (Loss) Before Extraordinary Loss......................
Extraordingry LOSS.......c..euvviiininieninineininnenrenennnenes
Net Income (LOSS).....ouevniieeiiiiiiieiiiiiiiiireereeeenennns
Income (Loss) Per Share of Common Stock:

Assuming No Dilution...........coeeviiiiiiiiiieninininennn.

Assuming Full Dilution..........cocoeivviiiiiiiiicininnnnnnne.
Total ASSeTS...onininieieit i raaaas
Long-Term Debt, Including Convertible Debt ..................
Total Liabilities.........cocvevmvereiririieniirecerereeenens
Stockholders’ EQUItY .......c.oveuveneieiiniienenenraceenneniennes
Book Value Per Common Share ..........ccoevieevevinennnen..
Cash Dividends Per Share ...........ccooeviiiiiiiiininnennne.
New Business Awarded ...........ccceceniiiiininrncennennnnnnes

*Anti-dilutive
INTERLAKE, INC. (DEC)

Selected Financial Data

For the Year

Net sales of continuing operations ............cccceeiivenenen..

Income from continuing operations before unusual items and
faXES ON INCOME ....evevvrniniinininiiiiniiieaeniaenneaens

Unusual ifems .........ooiiiiiiiiiiiii e

Income from continuing operations before taxes on income.

Provision for income 1aXes ..........ccoceiveucinieinieneanennee

Minority inferest in net income of subsidiaries...............

Income from continuing operations..............cccveuveeenene.
Income (loss) from discontinued operations ...................

Net INCOME ...o.eieee e eeeieereeeenreaaennns

Earnings per common share
Income from continuing operations............cc....ccueeee.
Net iNCOMe ....ueniiiiiiiieeciri e
Cash dividends per common share.............cccceueneenenne.

At Year End
Working capital
L L1 L) DO PPN
—eurrent ratio. .. ...oeviieiiiiii et
Total @SSETS ..cenvniniiniiiiie e aes
Long-term debt, less current maturities .......................
Common shareholders’ equity
—UMOUNE. ..
—per common Share.........c.coevuvuvnviinecenenennnennns

1985
$1,039,046

93,168
(6,468)
3,979
(10,447)

(2.69)

533,294
30,787
371,442
161,852
41.39
1.00
1,222,051

1985

$850,173

$ 50,283
50,283
19,690
30,593

2,412
28,181

$ 28,181

$5.07
5.07
2.60

$179,838
1.9t 1
$729,397
104,282

351,753
62.84

1984 was a 53-week year while all other periods were 52-week years.

1984 1983 1982
$971,853 $1,339,020 $1,286,641
117,587 158,865 152,222
7,018 26,667 25,729
2,723
4,295 26,667 25,729
1.12 7.39 7.35
1.14 5.96 5.82
453,168 508,282 471,200
26,006 47,606 58,884
278,477 324,992 316,683
174,691 183,290 154,517
45.23 48.35 4.1
2.65 2.40 2.00
906,936 1,041,862 1,120,307
1984 1983 1982
(dollars in thousands except per share data)
$845,087 $763,549 $712,406
$ 71,548 $ 42,840 $ 9,533
— {2,100) 1,300
71,548 40,740 10,833
31,793 14,276 2,046
39,755 26,464 8,787
3,204 2,074 1,210
36,551 24,390 7,577
— (1,566) (1,825)
$ 36,551 $22,824 $ 5,752
$6.68 $4.22 $1.21
6.68 3.94 .92
2.60 2.60 2.60
$164,336 $202,860 $175,891
20t01 22101 21t01
$682,574 $673,930 $655,792
112,898 115,994 122,338
323,264 327,401 323,251
59.13 56.12 56.63

1981
$1,137,723

140,129
22,751

22,751

6.53

5.2
441,915
60,752
306,383
135,532
38.70
1.70
1,202,354

1981

$921,187

$ 70,307
70,307
26,899
43,408
1,589
41,819
4,758

$ 46,577

$6.82
7.59
2.40

$199,803
22101
$710,217
126,618

358,748
58.06
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OGDEN CORPORATION

Selected Financial Data

(In thousands of dollars, except per-share amounts)

December 31, 1985 1984 1983 1982 1981
Net Sales and Service Revenues ............c.ceveveeninnennn $1,026,352 $916,505 $817,724 $772,291 $723,957
Income (Loss) from:
Continuing operations .............coeeevieiiiiiiiininnnne. 21,093 34,610 46,930 30,753 24,126
Discontinued operations............cccoveeeuveeeniiienianenns (42,734) 4,939 6,047 27,717 50,643
Net income (I0SS) . eevuvrerninieriieniniiieecnirennnenans (21,641) 39,549 52,977 58,470 74,769
Earnings (Loss) per Common Share:
Continuing operations .............cccveienineirnininiennnne. 1.08 1.79 2.45 1.63 1.26
Discontinued operations............coceeveievenenrneneninnnns (2.24) .26 .32 1.50 2.75
Total oo (1.16) 2.05 2.77 3.13 4.01
Earnings (Loss) per Common Share—Assuming Full Dilution:
Continuing operations ............veecieiiviiineneninenennnnn. 1.08 1.75 2.37 1.59 1.25
Discontinued operations............cc.coeviivireneneuninanns (2.24) .25 .30 1.42 2.55
Total oo (1.16) 2.00 2.67 3.01 3.80
Total ASSElS....euveniniiiiiniiiiiiieie e e 834,276 821,819 758,282 963,045 968,468
Long-Term Obligations.............cccevvuiiiiiiiiiiiiennanenan. 203,785 235,075 200,029 253,296 259,937
Shareholders’ EQUItY ..........ccoiueiivieieniiieeereenenanees 308,442 360,906 358,182 540,059 509,798
Shareholders’ Equity per Common Share ............c..coeees 14.36 18.75 18.64* 28.31 27.01
Cash Dividends Declared per Common Share ................. 1.80 1.80 1.80 1.80 1.70

*After distribution, as a special dividend, of one share of OMI Corp. common stock for each share of Ogden common stock.

WESTVACO CORPORATION

Five-Year Summary of Selected Financial Data

In thousands, except per share and ratio data

Year ended October 31 1985 1984 1983 1982 1981
SOIES ettt $1,721,783 $1,766,267 $1,493,412 $1,449,664 $1,550,529
NEt INCOME ...vniinniineeeeieriiee e e ieene e eneeneanaas $ 104,625 $ 129,974 $ 62,789 $ 63,093 $ 100,791
Preferred stock dividends ($4.50 per share)................. - 2 8 8 8
Net income applicable to common stock....................... $ 104,625 $ 129,972 $ 62,781 $ 63,085 $ 100,783
Weighted average number of common shares outstanding .. 28,669 28,251 27,334 26,303 25,543
Per common share:

Net income .......oeevvvvnrernerieeennannnn. Oerrerenrrnaaens $3.65 $4.60 $2.30 $2.40 $3.95

Dividends .......c.ovuvinieniiiiiiiiii e 1.32 1.23 1.20 1.20 1.1424
TOtal ASSETS ..euevvniinienineeiiireae it re e eanes $1,922,972 $1,759,364 $1,488,420 $1,342,998 $1,262,620
Long-term obligations ..............ccoviiiiiiiiiiiiiiein 501,940 426,672 328,954 276,149 272,209
Shareholders’ equity.........ccooveiiieiiiiiiiiienreans 1,012,860 936,282 824,666 755,927 701,820
Debt to total capitalization..............coeieiiiiiiinininnn.. 33% 3% 29% 27% 28%
Current ratio ......oeneninin e 2.7 2.6 2.6 2.4 2.4
Working capital ..........coeeiiiiiiiiiii e $ 338,025 $ 336,410 $ 280,004 $ 235,957 $ 239,401
Funds provided from operations............c..cccoeoeeninneanee. 248,474 260,488 171,402 173,038 193,307
Capital expenditures.........coceevuiiiineiiinecnininiiinnenenn, 316,590 297,817 186,876 168,706 147,905

Cash dividends..............cccoviiiiiiiiii, 37,832 34,729 32,649 31,519 29,268
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

AMERADA HESS CORPORATION (DEC)

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

1985 COMPARED WITH 1984

Results of Operations: The results of operations for 1985
amounted to a net loss of $260 million ($3.08 per share),
which reflects the impact of an after tax special charge in the
fourth quarter of $433 million ($5.12 per share). The special
charge represents a write-down in the book value of certain
ocean-going tankers and a provision for marine transporta-
tion costs in excess of market rates. Excluding the special
charge, net income for 1985 amounted to $173 million ($2.04
per share) compared with $140 million ($2.01 per share) for
1984. Earnings included a net gain (after income taxes) of $7
million in 1985 and $29 million in 1984 from the sale of in-
vestments in The Louisiana Land and Exploration Company
(LL&E).

Excluding the 1985 special charge and the net gain from
sale of LL&E investments in 1985 and 1984, net income from
operations for 1985 increased $25 million compared with
1984. The increase was largely attributable to an improve-
ment in refining and marketing operations, partially offset by
lower earnings from exploration and production activities.

Earnings from worldwide exploration and production oper-
ations decreased $52 million in 1985 to $233 million. The
decrease was mainly due to a decrease in income from
domestic oil and gas operations (due to lower selling prices
and volumes), increases in worldwide exploration expenses
and depreciation charges (mainly from start-up of new fields
in the North Sea) and lower investment tax credits. These
changes were partially offset by a decrease in the U.S. Crude
oil windfall profits tax (due primarily to lower revenues) and
increases in North Sea oil and gas income and foreign cur-
rency exchange gains.

Refining and marketing operations had net losses of $49
million in 1985 and $109 million in 1984. The improvement
was primarily attributable to increased margins in the fourth
quarter, particularly for gasoline and distillates. In early 1986,
selling prices of crude oil and refined petroleum products
declined substantially from the year-end level, which will
have a significant adverse impact on 1986 first quarter opera-
tions.

Transportation and other activities (including Corporate
administration) had a net loss of $11 million for 1985 com-
pared with a net loss of $6 million for 1984. The change was
primarily attributable to a decrease in the net gain from sale
of LL&E investments and lower earnings from shipping oper-
ations, partially offset by a decrease in interest expense (due
primarily to a reduction in debt).

Total revenues for 1985 amounted to $7,723 million, a de-
crease of $631 million. The decrease was mainly attributable
to lower sales volumes and selling prices of refined petro-
leum products. Sales volumes of refined petroleum products
amounted to 152 million barrels in 1985 compared with 161
million barrels in 1984.

Liquidity and Capital Resources: Working capital at De-
cember 31, 1985 amounted to $445 million, a decrease of
$200 million compared with year-end 1984. Funds generated

from operations in 1985 amounted to $761 million which were
slightly lower than capital expenditures of $699 million and
dividend payments of $92 million. During 1985, long-term
debt was reduced $198 million which was the primary reason
for the reduction in working capital.

Total debt (short-term and long-term) amounted to $1,936
million at December 31, 1985 compared with $2,370 million
at the 1984 year-end. At December 31, 1985, the Corporation
had additional short-term and long-term borrowing capacity
under available lines of credit aggregating $938 million. The
credit arrangements are more fully described in the notes to
consolidated financial statements.

Capital expenditures in 1985 amounted to $699 million, a
decrease of $201 million from the $900 million expended in
1984. Due to the significant decline in crude oil and refined
product selling prices subsequent to year-end, a reduction of
approximately 50% is planned for 1986 capital expenditures.
It is anticipated that funds generated from operations will be
adequate to cover the 1986 capital outlays.

1984 COMPARED WITH 1983

Results of Operations: Net income for 1984 amounted to
$170 million ($2.01 per share) compared with $205 million
($2.43 per share) for 1983. Earnings include a net gain (after
income taxes) of $29 million in 1984 and $9 million in 1983
from the sale of common stock of LL&E.

The decrease in net income was due primarily to an in-
crease in net losses from refining and marketing operations
and higher interest charges, partially offset by an increase in
the net gain from sale of LL&E common stock.

Net income from worldwide exploration and production op-
erations amounted to $286 million for 1984 compared with
$272 million for 1983. The increase was mainly attributable to
an increase in foreign crude oil sales and a decrease in the
crude oil windfall profits tax, partially offset by an increase in
worldwide exploration expenses, lower domestic crude oil
sales (due to lower volumes and selling prices) and in-
creased depreciation charges in the North Sea from start-up
of new fields. The crude oil windfall profits tax decreased $36
million mainly as a result of increases in the base price (due
to the inflation adjustment factor) and incremental tertiary oil
and lower crude oil selling prices and volumes.

Refining and marketing operations had net losses of $109
million for 1984 and $66 million for 1983. The worldwide
surplus of crude oil and refined petroleum products continued
to have a severe adverse impact on refined product prices,
particularly for gasoline.

Earnings from transportation and other activities (including
Corporate administration) decreased $6 million. The de-
crease resulted mainly from increased interest charges and
lower earnings from pipeline and shipping operations, par-
tially offset by an increase in the net gain from sale of LL&E
common stock. The increase in interest charges resulted
from increased borrowings and a reduction in the amount of
interest capitalized.

Total revenues for 1984 amounted to $8,354 million, a de-
crease of $68 million compared with 1983. The decrease was
mainly attributable to a decrease in sales of refined petro-
leum products, partially offset by an increase in the gain from
sale of LL&E common stock. Sales volume of refined petro-
leum products decreased from 169 million barrels in 1983 to
161 million barrels in 1984.
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Liquidity and Capital Resources: Working capital at De-
cember 31, 1984 amounted to $645 million, a decrease of
$99 million compared with year-end 1983. Funds generated
from operations in 1984 amounted to $756 million and were
exceeded by capital expenditures of $900 million and divi-
dend payments of $92 million. Additional funds of $137 mil-
lion were provided from long-term borrowings (net of repay-
ments), disposal of certain assets and other sources.

Capital expenditures in 1984 amounted to $900 million, an
increase of $174 million over the $726 million expended in
1983.

The impact of general inflation and changes in specific
prices on the Corporation’s results of operations and financial
position is presented in a separate section herein entitled
“Supplementary Information on Financial Impact of Changing
Prices” in accordance with Statement of Financial Account-
ing Standards No. 33.

BMC INDUSTRIES, INC. (DEC)

MANAGEMENT'S DISCUSSION AND ANALYSIS
Results of Operations

The discussion and analysis that follows examines the re-
sults of operations of the Company’s two continuing business
segments, exclusive of discontinued operations (see Note 3
to the Consolidated Financial Statements—Discontinued
Operations). As used herein, “operating profit” will refer to
profit from continuing operations before corporate allocation,
corporate expense and interest, as shown in Note 12 to the
Consolidated Financial Statements—Segment Information.

Precision Etched Products

The $5.7 million increase in 1985 Precision Etched Prod-
ucts (formerly Special Products, now consisting of the Com-
pany’s aperture mask operations and the Buckbee-Mears St.
Paul operation) revenues compared to 1984 was due primar-
ily to increased unit sales of color television aperture masks
due to added production capacity at the Company’s Cortland,
New York manufacturing facility. (A second production line is
expected to be completed at the Muellheim, West Germany
manufacturing facility by May, 1986, and the added capacity
is expected to increase that facility’s sales for the remainder
of 1986, given continued strong sales demand.) An amount
equal to $3.2 million of the $6.0 million improvement in 1985
Precision Etched Products operating profit compared to 1984
was due to a $1.7 million accrual in 1984 for the costs of a
planned move of the St. Paul manufacturing facility to a new
site, and the subsequent reversal of that accrual (less in-
curred expenses) in the amount of $1.5 million in 1985. The
decision to move that facility was reversed by the Company’s
Board of Directors in an effort to reduce expenses and con-
serve cash. The balance of the profit improvement was due
primarily to increased sales and improved manufacturing
yields at the Cortland manufacturing facility.

The $3.8 million increase in 1984 Precision Etched Prod-
ucts revenues compared to 1983 related primarily to an im-
provement in demand for, and increased unit shipments of,
color television aperture masks manufactured at the Muel-
Iheim, West Germany facility, and to increased demand for
and unit shipments of specialty circuits from the St. Paul
manufacturing facility. The $1.8 million decline in 1984 Preci-
sion Etched Products operating profit compared to 1983 was
due to the $1.7 million accrual for plant move mentioned
above, and to a decline in operating yields at the Cortland

facility related to problems associated with the construction
and assimilation of a new production line. These declines in
profits were partially offset by profit improvements at the
Muellheim and St. Paul manufacturing facilities due to in-
creased sales volume.

Optical Products

The $5.8 million increase in 1985 Optical Products reve-
nues compared to 1984 was due primarily to increased unit
sales of eyewear lenses, reflecting an increase in market
share. The $1.0 million decline in 1985 Optical Products
operating profit compared to 1984 was due to a $698,000
decrease in amorization of deferred credit, and a decrease in
gross profit related primarily to price competition in the
eyewear lens market, partially offset by an increase in royalty
income due to a gain on the sale of all of the Company’s
rights under a license agreement.

The $3.5 million increase in 1984 Optical Products reve-
nues compared to 1983 was due primarily to increased unit
sales of eyewear lenses, reflecting an increase in market
share. The $1.4 million decline in 1984 Optical Products
operating profit compared to 1983 was due to a $696,000
decrease in amortization of deferred credit, a decrease in
gross profit related primarily to price competition in the
eyewear lens market, an increase in bad debt expense re-
lated to the bankruptcy of a large customer, and joint venture
start-up costs incurred in the production of polycarbonate
lenses.

Selling

Selling expense remained relatively stable from 1984 to
1985. Selling expense increased from 1983 to 1984 due
primarily to costs incurred in efforts to increase market share
in the Optical Products Group.

Administrative

Administrative expense continued to increase moderately,
due primarily to increased costs and expenses associated
with 1984 and 1983 acquisitions. Administrative expenses
are expected to decline in 1986 primarily as a result of recent
personnel cutbacks.

Interest

The increase in interest expense, from $1.9 million in 1983
to $7.5 million in 1984 to $11.7 million in 1985, was the result
of higher average debt levels incurred primarily as a result of
1984 acquisitions and related working capital increases and
capital spending, mainly within Interconics. Substantially all
interest expense was charged against continuing operations.
The Company'’s interest expense will remain at current levels
in 1986 until the Company is able to reduce its debt through
divestitures. Although not a major factor contributing to 1985
interest expense, the Company began to carry higher than
normal cash balances during the fourth quarter of 1985, and
expects to continue to do so in 1986, since it cannot reborrow
funds used to pay down senior debt because of defaults
under the senior debt agreement (described below). The
Company invests the majority of such cash in short-term
commercial paper at rates that are less than the interest rate
charged under the debt agreements.

Income Taxes

The Company has provided income taxes on continuing
operations at a relatively high rate in 1985 and at relatively
low rates in 1984 and 1983. The reasons for these rate fluc-
tuations are explained in Note 10 to the Company’s Consoli-
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dated Financial Statements—Income Taxes. If the Company
were to be profitable from continuing operations in 1986, the
Company would expect to provide for income taxes at ap-
proximately statutory rates on any foreign, state or domestic
income. The Company will not be in a position to reflect any
benefit from net operating loss carryforwards until such time
as it has realized the remaining $5.0 million of tax debits
associated with the Camelot acquisition. When realized, such
amounts will be reflected through a provision in lieu of income
taxes at statutory rates on domestic income before the appli-
cation of net operating loss carryforwards.

Capitalization and Liquidity

Due to the $69.6 million net loss incurred during 1985,
including $72.2 million in losses related to discontinued oper-
ations, the Company’s stockholders’ equity declined from
$78.5 million at December 31, 1984 to 9.4 million at De-
cember 31, 1985. As a result of an increase in cash balances
from $2.6 million to $18.9 million during the same period,
funded (interest bearing) debt also increased from $89.4 mil-
lion to $100.8 million. Consequently, the ratio of funded debt
to equity increased from 1.1 to 10.7, while the ratio of total
liabilities to equity increased from 1.4 to 13.0 during the
period.

The decline in stockholders’ equity placed the Company in
default of both its $70 million senior and $30 million subordi-
nated debt agreements, as well as certain capital lease obli-
gations, principally related to discontinued operations. As a
result, the Company classified these obligations as current
debt on its December 31, 1985 balance sheet, whereas $83
million had been classified as long-term at December 31,
1984. This change in classification was the major factor in-
volved in the decline in working capital from $79.9 million at
December 31, 1984 to a negative $46.9 million at December
31, 1985.

The Company intends to eliminate defaults under its debt
agreements by restructuring the agreements through the use
of proceeds from divestitures. Until the Company is able to
reduce its debt through divestitures and achieve a related
restructuring of its debt agreements, it will remain in default
of, and subject to the lenders’ rights of acceleration under,
these agreements.

During 1985, the institutional lenders holding $30 million of
the Company’s convertible subordinated debentures filed suit
to rescind the transaction. This lawsuit could come to trial as
early as the fall of 1986. If the Company were to lose the
lawsuit, the institutional lenders, as judgment creditors, would
no longer be subordinated to the senior lenders and could
pursue all collection remedies available to judgment cred-
itors, which action might increase the risk of the Company’s
senior lenders exercising their right of acceleration. The
Company believes it has a meritorious defense in that law-
suit, but cannot predict the outcome.

Because the Company is in default under its senior debt
agreement, it does not have the ability to borrow additional
amounts under that agreement. The Company had less than
$2 million in outstanding domestic capital expenditure com-
mitments at December 31, 1985, and plans to monitor
domestic capital expenditures and working capital usage
very closely in 1986. The Company is in the process of ex-
panding its Muellheim, West Germany facility with two new
production lines at a cost of approximately $3.5 million, to be
financed by a German bank. The Company believes that
existing cash balances ($18.9 million as of December 31,
1985) are sufficient to fund normal operating needs of the

Company’s continuing and discontinued operations during
1986, without additional domestic borrowings.

Effects of Inflation

Inflation has had a moderate impact on BMC over the past
several years and management believes its effect was no
greater than for industry as a whole.

BROWN GROUP, INC. (OCT)

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
OPERATIONS AND FINANCIAL CONDITION

Financial Condition

Brown Group has consistently maintained a strong finan-
cial position and solid capital structure which provide the flex-
ibility and liquidity needed to meet growth opportunities. In
1985, the corporation’s balance sheet was strengthened
further as a result of the sale of the Recreational Products
segment which freed assets for higher return investment. The
majority of Brown Group’s capital requirements is funded with
internally generated cash flow.

At the end of 1985, working capital was $303 million com-
pared with $321 million at the end of 1984 and $326 million at
the end of 1983. The current ratio, the relationship of current
assets to current liabilities, stood at 2.7 to 1 in 1985, com-
pared with 2.7 to 1 in 1984 and 3.1 to 1 in 1983.

The corporation’s ratio of long-term debt to total capitaliza-
tion was 14% at the end of 1985 compared with 14% and
15% at the end of 1984 and 1983, respectively. There were
no long-term borrowings incurred during the three-year
period.

The corporation’s commercial paper is rated A-1 by Stan-
dard and Poor's and P-1 by Moody’s. These ratings permit
the corporation to issue commercial paper at the lowest in-
dustrial rates when short-term borrowing is required. In addi-
tion, lines of credit and a revolving credit agreement to meet
the corporation’s needs for seasonal short-term borrowings
are maintained through arrangements with several banks.
Under these arrangements, the corporation could have bor-
rowed up to $71.9 million at the end of 1985. The amount
available under these arrangements is increased to approxi-
mately $100 million during peak business periods.

During 1985, the corporation generated substantial cash
flow by reducing inventories throughout most of the year and
negotiating better payment terms with vendors. In addition,
the sale of the Recreational Products businesses generated
$35 million of cash. As a result of these actions, no short-term
notes payable were outstanding at the end of 1985 compared
with $55 million of short-term notes payable outstanding at
the end of 1984.

During the past three years, capital expenditures have to-
taled $101 million. Of the 1985 capital expenditures of $25
million, approximately 80% was for new retail units and refur-
bishing existing retail locations, with the balance expended
primarily for manufacturing and warehousing equipment.
Capital expenditures are anticipated to be moderately higher
in 1986 than in 1985, primarily due to continued expansion of
retailing operations.

Results of Operations

Brown Group recorded a sales decrease of 2.5% in 1985.
In 1984, sales were increased 6.0% from 1983. In 1985,



12 Section 1: General

earnings per share from continuing operations decreased
6.1% to $2.47 per share compared with $2.63 in 1984 and
$3.13 in 1983. Earnings from continuing operations de-
creased 9.2% to $48.8 million compared with $53.7 million in
1984 and $65.7 million in 1983. Due to the earnings de-
crease, Brown Group’s return on average invested capital
decreased to 10.0% in 1985 from 10.3% in 1984 and 13.8%
in. 1983. Return on average stockholders’ equity declined to
12.6% in 1985 from 13.5% and 17.3% respectively.

The earnings decline in 1985 occurred entirely during the
year's first two quarters. Earnings for the corporation and the
footwear industry as a whole suffered during 1984 and 1985
from an oversupplied and highly promotional marketplace. In
addition, the corporation incurred costs during this period for
restructuring programs at Brown Shoe and other areas of the
corporation. The third and fourth quarters of 1985 showed
higher earnings as Brown Shoe Company’s manufacturing
operations recorded significant improvements as a result of
these changes.

The corporation’s shoe manufacturing operations shipped
5.8% fewer pairs in 1985 than in 1984, and 3.6% fewer pairs
were shipped in 1984 than in 1983. Men’s, women’'s and
children’s lines all suffered lower unit sales in 1985. These
declines in unit sales were anticipated for 1985 and reflect
the continuing impact of increased importing. In anticipation
of this decline in unit sales and domestic manufacturing, nine
of the shoe manufacturing division’s 30 plants were closed.
The costs associated with these plant closings and with an
early retirement program, instituted to reduce operating
overhead, were primarily recorded in 1984 and resulted in a
decrease in operating earnings last year. During the fourth
quarter of 1985, footwear manufacturing operations were
producing at or near capacity.

Sales and earnings of the footwear retailing operations de-
creased in 1985. Store-for-store sales declines, coupled with
the impact on margins of the highly promotional retail
marketplace, caused lower earnings. During 1985, the corpo-
ration continued its program of expanding its retail opera-
tions. There was a net addition of 105 Naturalizer, Connie,
Fanfares and Famous Footwear specialty stores and four
other units. As part of the restructuring program, the Regal
chain of men’s stores was reduced by 44 units through a
combination of store closings and conversions to women’s
specialty stores. As a result of the loss of two major leased
department customers, there was a net decrease of 45 units.
Sales and earnings of the retailing operations increased in
1984 as a result of store-for-store sales increases and the net
addition of 150 stores.

The Specialty Retailing segment achieved a 5.5% sales
increase in 1985 from 1984 compared with a 3.1% increase
in 1984 from 1983. The 1985 increase reflects higher store-
for-store sales at Cloth World and Linen Center, particularly
in the third and fourth quarters. Sales at Meis stores declined
in total and on a store-for-store basis in 1985, reflecting a
sluggish retail environment. Specialty Retailing’s operating
earnings decreased 18.4%, primarily as a result of lower
sales at Meis and start-up costs associated with new pro-
grams and promotional efforts at Cloth World. Linen Center
showed improved results from 1984. The Specialty Retailing
segment's 1984 sales were increased by store-for-store
sales gains at Meis and the opening of 18 Linen Center
stores. In 1984, operating earnings for the segment de-
creased 10.7% due to lower sales at Cloth World and start-up
costs associated with the expansion of the Linen Center and
Peck’'s Menswear chains.

During the period 1983 through 1985, retailing has repre-
sented an increasing proportion of the corporation’s
business—63% of sales in 1983, 65% in 1984 and 68% in
1985. Retailing carries a higher gross profit percentage and a
higher selling and administrative expense structure than
manufacturing. As a result, the consolidated gross profit per-
centage has steadily increased except for 1984 when the rate
declined 1.3% as a result of footwear manufacturing’s lower
production levels and the impact of the general oversupply of
footwear on selling prices.

In 1985, Brown Group disposed of its remaining Recrea-
tional Products companies—Hedstrom and Gerry. These
companies had declining sales and earnings over the past
few years and were not expected to contribute to earnings
growth or to an improved return on stockholders’ investment.

Information on the impact of inflation upon the operations
and financial condition of the corporation is presented on
pages 32 and 33 of this report.

PENTRON INDUSTRIES, INC. (JUN)

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

Results of Operations

Consolidated net sales from continuing operations in fiscal
year 1985 increased $5,680,058 (53.7%) over sales in fiscal
year 1984, compared with a decrease of $1,981,012 (15.8%)
in sales for fiscal year 1984 from fiscal year 1983. The sales
increase in 1985 was largely due to sales generated by the
Company’s new subsidiaries, Pentron Products, Inc. and PTI
Industries, acquired in February and April 1985, respectively.
The decrease in sales experienced in fiscal year 1984 re-
sulted from lower retail merchant demand for the Company’s
houseware products, largely due to competition and the
1982-1983 recession.

Cost of sales in fiscal year 1985 increased $2,714,367
(29.2%) compared with fiscal year 1984, and decreased
$1,957,015 (17.4%) in fiscal year 1984 as compared with
fiscal year 1983. The increase experienced in 1985 was due
to the Company’s increased sales generated by its newly
acquired subsidiaries. The decrease experienced in fiscal
1984 was due to the decrease in net sales.

Gross margins were 26.2% of net sales in fiscal year 1985,
up from 12.3% in the prior fiscal year. Gross margins equaled
10.5% of net sales in fiscal year 1983. The increase in gross
margins experienced in fiscal year 1985 resulted primarily
from the low product cost experienced in the product lines of
Pentron Products and PTI Industries. The increase in gross
profit as a percentage of sales in fiscal year 1984 over fiscal
year 1983 reflected the cost cutting programs instituted dur-
ing the year and the completion of plant consolidations in
February 1984.

Selling, general and administrative expenses increased
$2,225,737 (94.4%) in fiscal year 1985 over fiscal year 1984,
and decreased $836,524 (26.2%) in that year compared with
fiscal year 1983. The 1985 increase was the result of in-
creased marketing costs, the cost of moving the Company’s
executive offices first to Columbiana, Ohio, and then to Wal-
nut Creek, California, as well as the additional administrative
expenses associated with the acquisitions of Pentron Prod-
ucts and PTI Industries. The 1984 decrease from fiscal year
1983 was largely due to reductions in employees, the cost
reduction program begun in 1984 and, to a lesser extent,
nonrecurring legal fees incurred in fiscal year 1983.
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Interest expense, was stable in fiscal years 1983 and 1984,
increased $431,430 (97.5%) in fiscal year 1985, largely due
to increased borrowings by the Company to finance the ac-
quisitions of Pentron Products and PTI Industries.

Net losses from continuing operations of $864,855 or $.17
per share were incurred in fiscal year 1985, compared with
$1,718,985 or $.47 per share in fiscal year 1984 and
$2,231,625 or $.69 per share in fiscal year 1983.

The accompanying consolidated financial statements have
been prepared on a going concern basis which contemplates
the realization of assets and the satisfaction of liabilities and
commitments in the normal course of business.

Loan Covenant

Although the Company has reduced its operating losses
and arranged for the infusion of additional capital into the
Company, the continuation of the Company in its present
form is still dependent upon the successful maintenance of a
loan agreement convenant and the eventual achievement of
sustained profitable operations. The loan agreement cove-
nant requires the Company to maintain a minimum net worth.
See Note 12 to Notes to Consolidated Financial Statements.
As of June 30, 1985, the Company did not satisfy the net
worth covenant requirement and obtained a waiver from the
lender, In September 1985, the Company acquired the 20%
minority interest in Pentron Products for 2,000,000 shares of
the Company’s Common Stock. As a result of this acquisi-
tion, the Company anticipates future operating profits through
the consolidation of operations, profits from newly acquired
companies and the previous disposal of nonprofitable prod-
uct lines. See Notes 6 and 7 to Notes to Consolidated Finan-
cial Statements. In addition, the Company has entered into a
management contract that will provide for the managing
company to be responsible for any losses in the Houseware
Products Group up to $200,000 annually. See Note 19 to
Consolidated Financial Statements.

Liquidity and Capital Resources

Working capital at June 30, 1985 was $3,491,303 com-
pared to $1,050,519 and a deficit of $227,144 at June 30,
1984 and June 30, 1983, respectively. The current ratios
were 1.45 to 1, 1.44 to 1 and .95 to 1 at the respective
balance sheet dates. Total liabilities at June 30, 1985 were
$17,714,934 compared with $5,587,845 at June 30, 1984
and $6,255,890 at June 30, 1983. During fiscal years 1985
and 1984, long-term debt increased by $6,665,032 and
$1,569,306, respectively. Capital expenditures totaled
$202,948 for the year ended June 30, 1985, $229,559 for the
year ended June 30, 1984 and $244,451 for the year ended
June 30, 1983.

The unprofitability experienced in fiscal year 1985 necessi-
tated the use in excess of $600,000 of working capital to
finance the Company’s operations. During this period, the
Company used the proceeds from the sale of Preferred Stock
and assets held for resale and loans from a limited group of
investors, as well as cash obtained from new secured borrow-
ings, to partially fund operations and restore working capital.
The increase in long-term debt resuited from the acquisitions
of Pentron Products and PTI Industries.

In July 1984, the Company completed the sale of its former
plastic parts facility, which was under lease, to the lessee for
an aggregate of $457,000 in cash, a note and the assumption
by the buyer of a first mortgage.

A partnership and a corporation controlled by the Com-
pany’s Chairman of the Board advanced a total of $435,000

during August through October 1984 to the Company. In Au-
gust 1984, Pentron assigned a $174,901 note receivable (re-
sulting from the sale of a plant in July 1984) to the partnership
as partial payment on the amount advanced. The Company
also repaid $60,000 to the corporation in October 1984.

A private placement of 106,500 shares of Preferred Stock
($5 par value) at $10 per share was completed on December
12, 1984, providing the Company with proceeds of $867,400
after commissions and other costs of issuance. These shares
are convertible into Common Stock at the rate of 20 shares of
Common Stock to one share of Preferred Stock, and have
voting privileges equal to the number of shares of Common
Stock into which they may be converted.

On December 21, 1984, the Company sold the plant facility
of a discontinued division to the lessee thereof for an aggre-
gate of $240,000 in cash and a note.

In February 1985, the Company sold $1.2 million of Subor-
dinated Secured Convertible Promissory Notes, which are
convertible into shares of Common Stock of the Company
beginning August 11, 1986. In connection with the sale of
such Promissory Notes, the Company also issued warrants
to purchase 575,000 shares of Common Stock.

The Company obtained working capital loans totaling
$750,000 during the fiscal quarter ending June 30, 1985 from
a limited group of investors, including the Company’s Chair-
man of the Board and President. The investors have bor-
rowed funds from a financial institution and have loaned such
funds to the Company. The Company is paying the investors
the same interest rate which they are paying the financial
institution and has reimbursed all bank fees charged such
investors. The loans payable by the Company to their inves-
tors are subordinated to any outstanding bank or secured
debt. In connection with such loans, the Company also is-
sued warrants to purchase 375,000 shares of Common Stock
exercisable at $.75 per share.

On June 17, 1985, the Company reached an agreement
with a credit institution to borrow a maximum of $2,375,000.
The total consists of a three-year term loan of $475,000 (of
which $130,000 was repaid upon completion of the sale of
four product lines of the Houseware Products Group in July
1985) collateralized by all machinery and equipment of the
Company’s Houseware Products Group, and a two year re-
volving line of credit. Amounts outstanding under the revolv-
ing line are limited to the lesser of $1,900,000 or a specified
percentage of the collateral (in the form of inventories and
trade receivables) held by the Group. The revolving line re-
quires monthly interest payments of 3% above the institu-
tion’s prime rate on the outstanding balance. Proceeds of
approximately $600,000 borrowed under this new agreement
were used to retire existing borrowings from another institu-
tion.

SPS TECHNOLOGIES, INC. (DEC)

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

Results of Operations

Earnings for the year ended December 31, 1985 increased
13% over 1984, primarily as a result of increased sales, offset
somewhat by increased operating expenses, including
$1,580,000 in costs and expenses associated with reorgani-
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zation of the Company along worldwide product lines, in-
creased foreign currency transaction costs, and a higher
overall effective income tax rate. Earnings for the year ended
December 31, 1984 improved sharply over 1983 primarily as

a result of significant increases in sales, offset somewhat by -

decreased sales margins. Earnings for the year ended De-
cember 31, 1983 improved in comparison to 1982, not-
withstanding a 10% decline in sales. The additional earnings
resulted from reduced expenses due to cost reduction pro-
grams and improved operating efficiencies, as well as lower
foreign currency transaction costs and reduced interest ex-
pense. The backlog of orders to be shipped was $99.5 million
at December 31, 1985, compared to $80.2 million at De-
cember 31, 1984 and $75.4 million at December 31, 1982.

Fastener sales in 1985 increased over 1984 primarily due
to increased demand for the Company’s aerospace products
led by a resurgence in orders for commercial jet aircraft and
ongoing strength in demand in support of the military aeros-
pace market. Fastener sales in 1984 increased over 1983
due to strengthened demand which resulted in improved
levels of orders and shipments. The most significant im-
provements were achieved in the industrial markets. Fas-
tener sales in 1983, although less than 1982, improved from
the depressed levels of demand experienced during the sec-
ond half of 1982, reflecting the improved economic conditions
in the major markets served. During 1985, as in 1984, fas-
tener margins decreased from the prior year level primarily as
a result of continued price competition and some change in
product mix. Improved margins were achieved in the fastener
segment during 1983, as a result of cost reduction programs
and operating efficiencies. The improved volume and mar-
gins in the industrial fastener market were offset somewhat
by lower volume and increased price competition in the
aerospace market.

Materials handling segment sales during 1985 increased
over 1984 due to increased capital spending in the major
markets served, stimulated by the improved economic envi-
ronment, which has resulted in an increase in contracts
awarded to the segment. Operating losses during 1985 were
significantly reduced. Margins improved primarily as a result
of increased volume as well as cost reduction programs and
operating efficiencies. During 1984, the materials handling
segment sales increased 42% compared to 1983, primarily
as a result of increased demand. Despite the 1984 increase,
the segment did not produce an operating income. Operating
margins from the increased level of activity were not sufficient
to offset the increased costs incurred for engineering, techni-
cal and manufacturing support to complete existing con-
tracts, and investment in new products. During 1983, the
materials handling segment was unfavorably affected by the
continued reduction in capital expenditures in those indus-
tries served. The lower volume adversely affected the mate-
rials handling segment's ability to cover its fixed costs, in
spite of increased operating efficiencies and cost reduction
programs. Additionally, the development costs associated
with several fixed price contracts, which unfavorably affected
results in prior years, were reduced during 1983, as these
projects were completed.

During 1985, foreign currency transaction costs signifi-
cantly increased primarily as a result of the general weaken-
ing of the U.S. dollar against certain major European curren-
cies. The higher overall effective income tax rate is due
primarily to reduced earnings in areas substantially free of
income taxation by statute, and to an increase in taxable
earnings, offset somewhat by the utilization of a non-United
States tax loss carryforward recognized as an extraordinary

item. The effect of inflation on sales and income from opera-
tions is discussed in Note 20 to the Consolidated Financial
Statements which should be read in conjunction with this
discussion of the results of operations.

Liquidity and Capital Resources

Management considers liquidity to be the ability to gener-
ate adequate amounts of cash to meet its needs and capital
resources to be the source from which such cash can be
obtained, principally from operations and from external
sources. The total debt to equity ratio at December 31, 1985
was 30% and unused short and long-term lines of credit were
$48 million. Management has no reason to believe that capi-
tal resources available to it will not be sufficient to meet the
needs of its business, both on a short and long-term basis.

The principal uses of funds during the year 1985 were
additions to property, plant and equipment, a reduction in
long-term debt, and dividends to shareholders. Funding of
these uses was principally from operations. The principal
uses of funds during the year 1984 were additions to prop-
erty, plant and equipment, an increase in working capital
(principally receivables and inventory), and dividends to
shareholders. Funding of these uses was principally from
operations and an increase in long-term debt. The principal
uses of funds during the year 1983 were additions to prop-
erty, plant and equipment, the acquisition of a business in the
United Kingdom, dividends to shareholders, and an increase
in investments in an affiliate, Metalac S.A. industria e Comer-
cio, Sao Paulo, Brazil. Funding of these uses was principally
from operations, a public offering of $8.5 million of Industrial
Development Revenue Bonds for the purchase of a corpo-
rate headquarters facility, and utilization of various short-term
lines of credit available to the Company.

On January 1, 1986, the Company paid an initial purchase
price of $13,250,000 in cash to purchase all of the capital
stock of Cannon-Muskegon Corporation, Muskegon, Michi-
gan and in consideration for an agreement not to compete,
financed by borrowing long-term funds available under its
existing Bank Credit Agreement.

Capital expenditures for property, plant and equipment,
exclusive of the aforementioned acquisition, are planned at
$12.0 million in 1986.

TABLE 1-3: SEGMENT INFORMATION

Number of Companies
1985 1984 1983 1982

Industry segments

Revenue .................. 443 451 ° 457 456
Operating income or loss 396 398 408 406
Identifiable assets ........ 435 444 453 452
Depreciation expense .... 433 438 448 451
Capital expenditures...... 428 434 441 444
Geographic areas
Revenue .................. 206 207 214 219
Operating income or loss 161 165 166 167
Identifiable assets ........ 201 204 203 212
Depreciation expense .... 15 13 15 15
Capital expenditures...... 16 16 16 18
Export sales.................. 116 127 133 126
Sales to major customers ... 136 134 127 119
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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. SFAS No. 14 describes the in-
formation to be presented and the formats for presenting
such information. Statement of Financial Accounting Stan-
dards No. 21, issued in April 1978, amends SFAS No. 14 by
stating that the requirements of SFAS No. 74 do not apply to
nonpublic enterprises.

Table 1-3 shows the type of segment information most
frequently presented as an integral part of the 1985 financial
statements of the survey companies.

Industry Segments

CORNING GLASS WORKS (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in millions, except per-share amounts.)
2. Information by Industry Segment

The company realigned its business into new categories
for industry-segment disclosure and adopted segment titles
which more accurately portray activity in the industries in
which the company operates. The primary revision has been
separating the Electronics and Telecommunications busi-
nesses from the former Consumer Durable Goods Compo-
nents and Capital Goods Components segments. The major-
ity of remaining businesses of these former segments make
up the Specialty Materials segment. The Health and Science
and Consumer Products industry segments are essentially
unchanged.

Equity-company operations are included by industry seg-
ment due to the significance of equity-company results to
Corning’s operations.

Electronics Corporate
Specialty & Telecom- Health & Consumer R&D and Con-
1985 Materials munications Science Products Other solidated
Net sales .....oooeiniiveiiiiiiiineniinnn, $ 324.3 $487.7 $471.1 $407.4 $1,690.5
Income from operations ..................... 76.9 116.3 76.1 4.7 $(137.1) 136.9
Identifiable assets ..............ceeuennil. 550.3 405.3 288.6 271.0 517.2 2,032.4
Depreciation expense ....................... 19.4 38.3 19.0 28.9 8.7 114.3
Additions to plant and equipment .......... 36.4 93.4 22.6 30.0 33.6 216.0
Equity companies:
Net sales ....ccoovviiiiiininiiiieninnenenns 1,140.9 489.5 117.6 55.2 1,803.2
Corning’s share of earnings.............. 50.7 25.7 (5.1) 0.5 71.8
1984
Net sales ....ocovviniiiineiiiiiiniinineeenns $ 343.0 $441.4 $520.6 $427.7 $1,732.7
Income from operations..................... 79.8 87.8 62.4 7.7 $(132.9)* 89.4
Identifiable assets ...............coeenenen.. 481.3 333.5 329.3 233.3 479.4 1,856.8
Depreciation expense ...........c.ccouenenns 14.8 29.8 20.3 20.0 16.0 100.9
Additions to plant and equipment .......... 19.9 49.1 24.7 26.8 21.9 142.4
Equity companies:
Net sales .....ccovveniiieneiinininnenann, 1,081.4 385.7 29.4 57.9 1,554.4
Corning’s share of earnings.............. 49.8 9.8 (5.4) (0.6) 53.6
1983
Net sales ......ccoeveneiiiviniiiieenennnne, $ 276.7 $374.0 $526.5 $412.2 $1,589.4
Income from operations..................... 67.7 51.0 65.2 14.5 $(130.4)* 68.0
Identifiable assets ...........cccceveeninneens 498.1 264.6 280.8 204.5 526.6 1,774.6
Depreciation expense ...........cc.cco.uvnen. 11.9 27.7 18.2 18.1 15.8 91.7
Additions to plant and equipment .......... 17.0 a9 28.8 21.4 21.0 129.3
Equity companies:
Net sales ....oooeeeieiieiiiiineiiiienn, 966.7 227.9 14.4 61.3 1,270.3
Corning’s share of earnings.............. 38.7 (2.7) (1.6) 0.6 35.0

*Since corporate research and development projects are designed to benefit a broad range of products and processes which cross industry-segment
lines, most of these costs have not been identified with industry segments.
**Includes a $24.0 million charge for repositioning the sunglass business.
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WALT DISNEY PRODUCTIONS

Consolidated Statements of Income
(In thousands, except per share data)

Section 1: General

Year ended September 30 1985 1984 1983
Revenues
Entertainment and recreation ...........ccevevvienireeneiirernens $1,257,517 $1,097,359 $1,031,202
Filmed Entertainment ........coeveiiiiiiiieiieeneiniinienennneenns 319,986 244,552 165,458
Community development ...........ccooeveiiiiiiiiinininnininns 315,354 204,384
Consumer Products .........oceeuinineninenieeerecriineeeeinennnes 122,572 109,682 110,697
2,015,429 1,655,977 1,307,357
Costs and Expenses
Entertainment and recreation ..........ccveveeererninenninennans 991,130 904,664 834,324
Filmed entertainment ...........cceiviriiiiiiiiieriiinreeens 286,344 242,303 198,843
Community development ..........cc.coeeviniiniiiieiiinnenianns 252,903 162,158
Consumer products .........covvvveeiiniieieieieeernenrnenennsnns 66,256 55,819 53,815
1,596,633 1,364,944 1,086,982
Income (Loss) Before Corporate Expenses and Unusual Charges
Entertainment and recreation...........cccoeveeevnininiinnnnnns 266,387 192,695 196,878
Filmed entertainment .............cccceuvvieiieieiininiinenenenes 33,642 2,249 (33,385)
Community development ............ccoeuiiieniiiieninneennnnne 62,451 42,226
Consumer Products .....o.ovveeeeinireenenenreeraaeeereenenenes 56,316 53,863 56,882
418,796 291,033 220,375
Corporate Expenses
General and administrative ...........oceevviveveininiininininnns 49,874 59,570 35,554
Design projects abandoned ..................ccoeeiiiiils 7,387 7,032 7,295
Interest—Net......oeiieie e aeas 51,644 41,738 14,066
108,905 108,340 56,915

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

9. Business Segments (in thousands)

The Company operates in four business segments: Enter-
tainment and Recreation, Filmed Entertainment, Community
Development and Consumer Products. These business
segments are identified in the Description of the Business in
Note 1.

The Consolidated Statement of Income presents revenues
and operating income by business segment. Operating in-
come for fiscal year 1984 excludes unusual charges of $166
million (Note 11). The Filmed Entertainment business seg-
ment includes operating income for The Disney Channel for
fiscal year 1985 as compared to operating losses of $35 and
$28 million for fiscal years 1984 and 1983, respectively. The
Disney Channel commenced operations in April, 1983.
Additional financial information relative to business segments
follows.

Capital expenditures are entertainment attractions and
other property by business segments were:

1985 1984 1983
Entertainment and recrea-

111 U $154,964 $145,295 $287,940
Filmed entertainment ........ 12,170 23,959 1,845
Community development .... 6,391 6,509
Consumer products .......... 57 244 222
Corporate..........oceueuunn. 5,559 6,044 1,195

$179,141  $182,051  $291,202

Depreciation expense of entertainment attractions and
other property by business segment was:

1985 1984 1983
Entertainment and recrea-

HON.ceenvee e eeieaens $104,207 $100,497 $ 88,059
Filmed entertainment ........ 4,175 3,027 1,643
Community development .... 3,222 2,094
Consumer products .......... 67 147 135
Corporate.......cccoevvvennens 1,159 842 347

$112,830 $106,607 $ 90,184

Identifiable assets by business segment were:

1985 1984 1983
Entertainment and recrea-

{11! OO $2,087,539 $2,012,553 $2,018,787
Filmed entertainment ........ 299,061 212,871 200,195
Community development .... 396,002 351,952
Consumer products .......... 15,337 17,458 17,387
Corporate........ccevvvunennns 99,346 144,609 144,826

$2,897,285 $1,739,443 $2,381,195
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WHITTAKER CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS
Note 12. Business Segments

A summary of information about Whittaker's operations by
business segments and geographic area at October 31,
1985, 1984 and 1983 and for the fiscal years then ended
follows:

Financial Data by Business Segment—

(In millions of dollars) Sales
1985
Life SCIBNCES «..vvvnrnenininie it ieeeeer et eereenanns $ 425.3
Metals ...counineeiiiiii e 300.6
Technology ......ovuvrereniiniiiiiiieiirie e e e, 230.9
Chemicals........ccoonininineiiiriiii e eeeees 120.4
MAFINE. ..t 53.3
Corporate.........couvieuiiiniiiirieiiine e ere e e s —
Consolidated.............coovninviiieiiiiiiiieiiiieneenees $1,130.5
1984
Life SCIENCES ... euvenenieiieie e eeaes $ 723.7
MEtals . ..cernininiiii i ea e 278.0
Technology .. c.uvveieniiiiniiiiiiie e e e e e 2071
Chemicals........cuvuiininniineiiiie s 106.7
MOINE ... e eaes 121.5
COrporate......vuneeeienriiieeeiiiee e e e et e i e aeaaas —
Consolidated...........c.oeveeiiniiiiiiiiiniv e, $1,437.0
1983
Life SCIENCES ...euvninenininiiiiii e ines $ 949.7
Metals......ooniiiiiii i 210.2
Technology ........ccovuiiiiiiiiiiiiiniier e eaes 235.0
Chemicals........ccooeniiniiiiiiiii e 91.7
MOFINE. .. 116.2
COrporate. ... ..oeeeveniiiireiiie et ereeee e eeeaaes —
Consolidated..............ccovuriniiiiniiieiiiieeaeenenns $1,602.8

Sales of medical, surgical and laboratory products to the
health care industry, included in the Life Sciences segment
were $376.2 million in 1985, $336.9 million in 1984 and

Operating
Profit

$19.7
6.7
20.6
12.4
4.5

17

Depreciation

and
Identifiable Amortization Capital
Assets Expense Expenditures
$143.3 $ 3.0 $ 3.0
174.1 8.5 9.0
197.6 4.9 7.6
74.4 31 3.3
7.1 .9 .6
199.6 7 .3
$796.1 $21.1 $23.8
$211.1 $ 3.5 $ 1.7
200.7 8.1 7.4
156.8 4.2 14.6
57.2 2.4 3.4
76.6 2.5 1.6
170.7 .8 .2
$873.1 $21.5 $28.9
$299.3 $ 49 $ 2.4
214.3 8.2 4.8
1721 4.5 8.0
58.9 24 1.9
72.2 3.0 2.2
156.9 .8 4
$973.7 $23.8 $19.7

Financial Data by Geographic Area—

Operating Identifiable

$381.9 million in 1983. Sales of hydraulic devices, included in (In millions of dollars) Sales Profit  Assets
the Technology segment, were $100.9 million in 1985, $94.4 1985
million in 1984 and $140.1 million in 1983. United States............ceeuvuenenne $ 9976 $ 37.5 $500.8
Sales to agencies of the Government of Saudi Arabia, in- x%s‘;f";z Europe ......ovoveriinnn. ]gg' ; 21'3 ?g?
cluded in the Life Sciences segment, amounted to $10.8 mil- iddie Eost........oovreeiennenes : . 199.6
lion in 1985, $304.9 million in 1984 and $454.0 million in Corporate........cooviiueunninininn — — :
1983. Consolidated....................... $1,130.5 $ 63.9  $796.1
. . 1984
During 1984 and the first quarter of 1985, the Company )
completed its performance of its Mideast health care pro- w:;?gr:'g:is'; """"""""""" $ ?ﬁg $ (3]872) $53;'§
grams. Approximately $15 million of income before taxes an- Middle East OPE - ccemneneneeeeenne 36] '9 97' 4 87.9
ticipated in connection with these projects have not yet been Corpordte.. ... " ) ) ]70'7
recognized, pending finalization of contract completion ar- A - o )
rangements. During fiscal year 1985, the Company recog- Consolidated....................... $1,437.0 $133.9 $873.1
nized income before taxes of approximately $23 million upon 1983
finalization of certain of these arrangements. United States.............coevvenennnn. $ 9326 $(11.2)  $539.7
Western Europe............c.cueuenes 161.4 12.2 121.2
Middle East.........cccevenenennnnnnn. 508.8 105.8 155.9
Corporate........cccccevievnnnnnnnn.. — — 156.9
Consolidated....................... $1,602.8 $106.8 $973.7
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Approximately 15% of Whittaker's 1985 sales are to cus-
tomers outside the United States. Approximately 82% of
those sales are accounted for by foreign operations. Such
operations are subject to certain influences not normally ex-
perienced in domestic operations, such as currency fluctua-
tions, currency control regulations, settlement of contract
disputes under foreign law and the effect of international rela-
tions.

Following is a reconciliation of operating profit to income
before provision for taxes:

(In millions of dollars) 1985 1984 1983
Operating profit...................ccceee. $63.9 $133.9 $106.8
Unallocated corporate items............. (75.1) (37.6) (21.4)
Interest expense, net ................... (3.6) (10.9) (19.9

Income (loss) before provision for taxes  $(14.8) $85.4 $ 65.5

Operating profit of an industry segment represents its rev-
enues minus all operating expenses. None of the following, if
present, is taken into account in computing the operating
profit or loss of an industry segment: revenue earned at the
corporate level; general corporate expenses; interest ex-
pense; domestic and foreign income taxes; equity in income
or loss from unconsolidated subsidiaries and other uncon-
solidated investees; gain or loss on discontinued operations;
extraordinary items; and the cumulative effect of a change in
accounting principles. Operating profits have been reduced
by minority interests relating to segments and geographic
areas.

On March 1, 1985 certain Marine segment units were sold.
Sales and operating profit of the Marine segment for fiscal
year 1985 include the results of operations of the sold units
through February 28, 1985. Operating profit for fiscal year
1985 does not include nonrecurring losses on (i) write-offs of
goodwill related to operating units in the Metals, Technology
and Chemicals segments amounting to $7.6 million (United
States), $3.6 million (Western Europe) and $.9 million (United
States), respectively, reflecting management’s opinion that
such goodwill no longer had value, (ii) a write-off through the
income statement of cumulative currency translation adjust-
ments of $17.4 million related to Whittaker's French sub-
sidiary in the Technology segment, which were previously
recorded as a reduction of stockholders’ equity, reflecting
management’'s opinion that the decline through the third
quarter of 1985 in the dollar value of the French franc im-
paired the recoverable dollar value of Whittaker’s investment
in such subsidiary, and (jii) warranty litigation provisions re-
lated to certain businesses in the Metals and Chemicals
segments (United States) previously disposed of amounting
to $12.0 million and $4.0 million, respectively.

Operating profit (United States) for fiscal year 1984 does
not include nonrecurring losses on write-offs of goodwill of
$6.5 million related to certain Technology segment operating
units which were disposed of during the year and $5.4 million
related to a Metals segment operating unit, reflecting man-
agement’s opinion that such goodwill no longer had value.

STALEY CONTINENTAL, INC. (SEP)
NOTES TO FINANCIAL STATEMENTS

Industry Segment Information

Until 1985, the Company operated primarily in one industry
segment—agricultural products. After giving effect to the dis-
continued operations, A.E. Staley remains a leading proces-
sor of grain, ranking as one of the largest corn refiners in the
United States. Its products include sweeteners, starches,
vegetable oils and other ingredients that are supplied to the
food and beverage industries; starches for nonfood indus-
tries; alcohol for use in motor fuel; corn feeds for poultry and
livestock, and chemicals from carbohydrates that have indus-
trial applications.

With the 1985 acquisition of CFS, one of the nation’s pre-
mier suppliers of food and related products to the foodservice
industry, foodservice distribution became a reportable seg-
ment. CFS principally distributes items, either processed or
purchased, including coffee, frozen, refrigerated and dry
products, fresh produce, meat products, paper products,
equipment, tableware products and janitorial supplies, to the
foodservice industry.

Net sales by industry segment include sales to unaffiliated
customers, and intercompany sales which are made at prices
prevailing in the industry at the time of sale. Operating earn-
ings represent net sales less operating expenses. The Com-
pany’s share of net earnings in equity companies of $4.0
million is not included in the pretax operating earnings. These
equity companies operate primarily in Europe, Mexico, South
America and the United States. Corporate and other ex-
penses principally represent general and administrative
costs.

Identifiable assets are those used specifically in each
segment's operations. Corporate assets principally include
cash and certain prepaid and fixed assets.

The identifiable assets for the foodservice distribution
segment reflect adjustments made to assign the fair value to
the CFS assets acquired, including $200 million for goodwill
and other intangibles. In addition, the operating earnings for
this segment include a negative impact of approximately $8
million for amortization and depreciation resulting from these
adjustments. Finally, the operating eamings reflect results of
CFS for the 11 months since acquisition.

For the year ended September 30, 1985, the Company’s
segment information for continuing operations is as follows:
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(in thousands) 1985
Net sales
Agricultural products .........cccevviiiiiiiiiniannanns $1,242,642
Foodservice distribution....................couvenee. 1,468,593
Elimingtions...........oeeerviniiniiiiee e (3,373)
Total oo $2,707,862
Operating earnings
Agricultural products ...........oevvniiiiinniinnnnnn. $ 53,253
Foodservice distribution .............................. 33,317
Total coeeeieie e e 86,570
Corporate and other expenses ......................... (18,512)
Interest eXpPeNnse........ocveueeinieiniiiiiriiiiinininens (47,700)
Earnings from continuing operations before income
BAXES. .. eeeneniineier et et e a e et ereaaeas $ 20,358
Identifiable assets
Agricultural products .........coeeveniinriniineinienns $ 943,362
Foodservice distribution.............................. 640,030
Equity companies ............ceeeeueiiiiiiiiiinninnns 50,343
Corporate........coveniinieiiiiiiirii s 1,629
Elimingtions.........oooevvniiiieniiiiiiieinenn, (2,982)
Total .oeeiniiiii e $1,632,382
Depreciation and amortization
Agricultural products ...........ceeviiiiiiiiininnnn. $ 66,023
Foodservice distribution.........c...c..cceeuiennennne. 22,313
COrpOrate....cvuininierieeiniieeieeeeneneneneaneens 309
Total o.neeeeiii e $ 88,645
Capital expenditures
Agricultural products ..........ccoeeviieniiiinienns $ 87,098
Foodservice distribution.......................eeuiel 31,868
COrporate.....cuvueeniiineeniiieeieiieeeeeeaenns 1,892
Total .oeernieieii e $ 120,858

The Company’s export sales from continuing operations
for the years ended September, 30, 1985, 1984 and 1983 are
$87 million, $135 million and $119 million, respectively. Ex-
port sales are principally to Western Europe and Canada. No
one customer accounted for more than 10% of total sales.

JOHNSON CONTROLS, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

15. Segment Information

Subsequent to the Hoover and Ferro acquisitions and re-
lated divestitures, the Company’s business segments were
redefined and now consist of Controls, Battery, Automotive
and Plastics. The two businesses which formerly comprised
the Industrial segment are now part of the Controls segment.
Controls segment amounts for 1984 and 1983 reflect this
change. The Automotive segment, consisting of acquired
Hoover and Ferro businesses, is primarily engaged in the
manufacture of automotive seating. The Plastics segment,
consisting of acquired Hoover businesses, manufactures
plastic containers and plastics blowmolding machinery. Re-
sults of operations from the Automotive and Plastics seg-
ments are shown in the segment tables since their dates of
acquisition. Reference is made to Management'’s Discussion
and Analysis on pages 22 through 27 for additional descrip-
tion and discussion of the Company’s business segments.

Net sales by business segment and geographic area
exclude intercompany sales. Income and expenses not allo-
cated to business segments or geographic areas in comput-
ing operating income include general corporate expense,
interest income and expense, earnings of unconsolidated af-
filiates, and foreign currency gains’and losses. Unallocated
assets are cash, marketable securities, net assets held for
sale and other nonallocable assets.

Transfers of manufactured products between business
segments are in the aggregate not material. Battery segment
net sales to Sears, Roebuck and Co. aggregated approxi-
mately $181 million in 1985, $193 million in 1984 and $178
million in 1983.

Business Segments
Year Ended September 30,

1985 1984 1983
(in millions)
Net Sales
Controls............venenenennn $ 936.2 $ 8639 $ 829.0
BOHENY.oeeeeeeeeeeeenennn. 540.1 561.4 494.4
Automotive ..........cceuunens 209.9 — —_
Plastics .......coeeveieennenann 100.8 —_— —
Consolidated............... $1,787.0 $1,425.3 $1,323.4
Operating Income
Controls.....cevveeneeeennnnns $ 71.2 $ 69.1 $ 68.4
Battery.......ccoeveeniininnans 63.1 69.6 58.8
Automotive ...........ccuuuens 15.2 — —
Plastics ...c.ovevieiinrnenaenns 10.2 — —_
Unallocated................... (27.5) (25.8) 19.7)
Consolidated............... $132.2 $112.9 $107.5
Assets
Controls.......ccovveeenrninn. $ 526.7 $460.9 $386.3
Battery........cocovveeenennnns 407.8 398.0 380.6
Automotive ..........ceeuene.. 361.2 — —
Plastics .....ocevveenieeenenn.. 226.3 — —
Unallocated................... 267.3 133.3 159.1
Consolidated................ $1,789.3 $992.2 $926.0
Depreciation/Amortization
Controls.....oeuvnveneennnnnns $21.7 $21.0 $18.3
Battery......cooveenienvnnans 26.7 22.9 21.4
Automotive...........ceeueent 6.3 —_ —
Plastics ....vvveevnininennnnnns 7.2 —_ —
Consolidated................ $61.9 $43.9 $39.7
Capital Expenditures
Controls......o.oevvevennnnns $ 43.7 $29.3 $36.6
Battery......coevvninnennnen. 43.0 32.8 25.3
Automotive ............c....e. 12.5 — —
Plastics .....cocvvvvneennnnnnn. 5.8 — —
Consolidated............... $105.0 $62.1 $61.9

Product transfers from domestic to foreign locations
amounted to $25.1 million in 1985, $20.0 million in 1984 and
$18.2 million in 1983. Product transfers from foreign to
domestic locations were not significant in any of the three
years. Interarea transfers of manufactured products are at
prices in excess of cost. The resultant income is assigned to
the geographic area of manufacture. Appropriate elimina-
tions are made in consolidation for interarea income remain-
ing in inventories and costs of uncompleted contracts. If
foreign subsidiaries were combined into logical geographic
areas, none would have sales, operating income or total as-
sets in excess of 10% of the respective consolidated totals.
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Foreign Operations

CORNING GLASS WORKS (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

3. International Activities

Information by geographic area is presented below on a
source basis, with exports shown in their area of origin, and
research and development expenses shown in the area
where the activity was performed.

United
1985 States
SIS .. eeeei e $1,334.6*
Transfers between areas...........cccceeviveviicneeennennenen. : 51.0
Total SAleS.....ouininiieetiiii i e 1,385.6
Income from Operations ............coveieueuveneeiiiincenennnces 118.1
Identifiable assets at yearend ...............cccieiiiiiininint 1,140.6
R&D expenditures .........c..oevvmeeieieiuiiieieiiieiiienenens 81.3
1984
LYY R $1,362.8*
Transfers between areas.............c.oevvviieeinenennnennnnn.. 60.9
Total sales.....couviniiiiiiii e 1,423.7
Income from operations .........cccevvverrininicrreieeiinnenines 65.4*
Identifiable assets at yearend .............cooiieiiiiiiiins 1,162.2
R&D expenditures .........cocoeuerinieieiiieniniieieniienenens 87.5
1983
SOlES ettt e e e $1,235.5*
Transfers between areas. ...........cccoeeeneieniiiinininnnnnn. 51.3
Total Sales...ccovoniniiiiiiii i e 1,286.8
Income from Operations ...........cocveverneiiiienenennnnennnns 66.1
Identifiable assets at yearend .............ccoeveiiinininenen, 1,126.7
R&D expenditures ..........cccoovinveeeiiiiiiiineeiiinenienens 81.2

Europe

$260.1
18.9

279.0
23.6

235.4
4.5

$271.8
21.9

293.7
20.9

185.6
5.2

$272.0
8.7

280.7
11.2

181.6
6.8

Latin
America,
Asia-Pacific,
and Canada

$ 95.8
2.9

98.7
7.6

168.7
1.7

$ 98.1
4.4

102.5
15.7

127.2
1.6

$ 81.9
1.5

83.4
0.9)

116.4
1.3

Eliminations
and
Unallocated
Amounts

$(72.8)
(72.8)
(12.4)
487.7

$(87.2)
(87.2)
(12.6)
381.8

$(61.5)
(61.5)
8.9
349.9

Con-
solidated

$1,690.5

1,690.5
136.9

2,032.4
87.5

$1,732.7

1,732.7
89.4

1,856.8
94.3

$1,589.4

1,589.4
68.0

1,774.6
89.3

*1985, 1984 and 1983 United States sales to unaffiliated customers include $160.9 million, $162.9 million and $135.9 million of export sales;
$59.8 million, $65.5 million and $56.9 million to Europe; and $101.1 million, $97.4 million and $79.0 million to Latin America, Asia-Pacific and

Canada.
**Includes a $24.0 million charge for repositioning the sunglass business.

Transfers between areas are accounted for at prices approximating prices to unaffiliated customers.
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McDONALD’S CORPORATION (DEC)

FINANCIAL COMMENTS

Segment and Geographic Information

The Company operates in one industry segment. All signif-
icant revenues relate to sales of food products to the general
public, whether the restaurants involved are operated by the
Company, its affiliates or franchisees.

There were 8,901 restaurants in operation at December
31, 1985, of which 1,929 were operating outside of the U.S.,
including 492 in Canada, 576 in 16 Western European coun-
tries, and the remaining 861 in 23 other countries.

Revenues and operating income for the three years ended
December 31, 1985, and identifiable assets at the end of
each year, classified by the major geographic areas in which
the Company operates, were as follows:

(In thousands of dollars) 1985 1984 1983
Revenues
US e, $2,863,826 $2,624,910 $2,388,516
Canada......cccoevvvenene. 389,939 369,593 314,735
Western Europe........... 380,327 299,800 252,825
Other international........ 126,768 120,495 106,846

$3,760,860 $3,414,798 $3,062,922
Operating income

USe i $ 756,791 $ 682,742 $ 614,885
Canada...........cueneene. 82,042 82,527 60,257
Western Europe........... 43,754 26,992 27,289
Other international........ 40,418 37,247 34,103
923,005 829,508 736,534
Interest expense............. (140,766) (122,019) (108,494)
Income before provision for
income taxes.............. $ 782,239 $ 707,489 $ 628,040
Identifiable assets
US i, $3,672,501 $3,227,638 $2,794,094
Canada.......cccevvnenennn, 317,460 290,761 257,590
Western Europe........... 740,748 451,368 436,955
Other international........ 312,437 259,871 238,668

$5,043,146 $4,229,638 $3,727,307

Revenues and operating income from sources outside of
the U.S. include operating results of subsidiaries, fees from
franchisees and affiliates (1985—$19 million; 1984—$15 mil-
lion; and 1983—$13 million) and the Company’s share of
operating results of affiliates. Fees received in the U.S. from
foreign subsidiaries which together with all other intercom-
pany income and expenses are eliminated in computing rev-
enues and operating income, were as follows: 1985—%$29
million; 1984—$26 million; and 1983—%21 million.

STEIGER TRACTOR, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 8. Segment Information

Steiger is engaged in the manufacture and sale of four-
wheel-drive tractors, parts, components, and a line of related
tillage equipment, used primarily in agricultural applications.
Steiger conducts separate operations in the United States,
Australia and (beginning in January 1984) Canada. Steiger
Credit conducts its operations in the United States and
Canada. Information about Steiger's operations in these
geographic areas is as follows:

1985 1984 1983

For the years ended (amounts in thousands)
September 30:
Sales to unaffiliated customers:

United States.................... $40,788% 79,040% 92,753

Australia..........cocoenieennin. 22,482 28,445 16,067
Canada.........ceevveninininanen, 17,025 14,343 —
Intercompany transfers............ 31,035 32,154 11,502
Eliminations...............c..vee.e.. (31,035) (32,154) (11,502)

Consolidated sales.............. $80,295$121,828 $108,820

Operating profit (loss):
United States.................... $(3,588)$ 5,715% 5,327
Australia.........occeevniennnn. 1,245 6,722 725
Canada........coeveenininininnn, 363 2,765 —
Operating profit (loss)....... (1,980) 15,202 6,052
General corporate and engineer-
iNg eXpenses.................... (7,697) (7,559) (6,806)
Equity earnings of Steiger Credit. 966 1,193 1,467
Other income............cceeevennn 634 680 548
Interest and finance charges...... (6,994) (8,189) (9,496)
Income (loss) before income
tax benefits ...............
At September 30:
Identifiable assets:

$(15,071)$ 1,327% (8,235)

$32,232% 39,193% 36,411

Australia..............ooeenannll 4,250 5,698 15,920
Canada........ccoevvnevieninnnnnn 2,023 504 —
Eliminations.............c...eev... (798)  (574) (1,310)
37,707 44,811 51,021

Investment in and advances to
Steiger Credit ................... 23,041 33,961 17,059

Total assets .................. $60,748% 78,772% 68,080

In 1985, the Company changed its method of allocating
expenses to geographical segments to reflect the reclassifi-
cation of general corporate and engineering expenses out of
operating profit (loss) in the United States. All prior years
have been restated to reflect this method consistently.

Steiger's intercompany pricing philosophy is to establish
prices at levels deemed equivalent to those that would prevail
in an armslength transaction. Identifiable assets are those
assets of the Company that are identifiable with the opera-
tions in each geographic area.

Net sales of Steiger's U.S. operations for the years ended
September 30, 1985, 1984 and 1983 include export sales
(including Canada prior to January 1984) of $6,151,000,
$12,518,000 and $27,604,000, respectively.
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Major Customers

ACME PRECISION PRODUCTS, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(9) Business Segment Data

The Company operates in one business segment after giv-
ing effect to the disposition of the die casting segment (see
Note 2). The Company is engaged primarily in the design and
manufacture of machine tools together with related cutting
tools and industrial automation equipment.

The Company has no foreign operations, and export sales
are not significant. The Company distributes its products di-
rectly and is not dependent upon any single customer. How-
ever, sales to five customers in 1985, 1984 and 1983 each
represented 10% or more of consolidated sales. Specifically,
sales to General Motors Corporation amounted to
$9,018,000 in 1985, $12,287,000 in 1984, and $6,660,000 in
1983; sales to Ford Motor Company amounted to
$16,337,000 in 1985 and $5,276,000 in 1984; sales to United
Technologies amounted to $5,877,000 in 1984; sales to
Watervliet Arsenal amounted to $4,467,000, in 1983; and
sales to Rockwell International Corporation amounted to
$3,179,000 in 1983.

ADAMS-RUSSELL CO., INC. (SEP) -

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11 (In Part): Business Segments

The Company conducts business in two major industry
segments, electronic products and cable services. A descrip-
tion of products included in each industry segment can be
found elsewhere in the Annual Report. Certain financial in-
formation for each industry segment is as follows (see
“Selected Financial Data,” included elsewhere in the Annual
Report, for information relating to net sales and operating
income by industry segment):

Substantially all of the Electronic Products group’s sales
are to customers of the U.S. Government or its agencies.
Direct sales to U.S. Government agencies represent 12%,
13% and 13% of total net sales for 1985, 1984 and 1983,
respectively. In 1985, one customer accounted for 10% of
consolidated net sales. In 1984 and 1983, no customer ac-
counted for as much as 10% of consolidated net sales. Sales
to foreign customers of the Electronic Products group repre-
sented 6%, 8% and 7% of total net sales for 1985, 1984 and
1983, respectively.

Export Sales

ALPHA INDUSTRIES, INC. (MAR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 4-Company Operations

The Company operates in one industry segment: the de-
velopment, production, and sale of microwave materials, de-
vices, and components. Sales include export sales primarily

to Europe of $11,116,000, $10,994,000, and $8,880,000 for
the years ended March 31, 1985, 1984, and 1983, respec-
tively.

The Company operates sales subsidiaries in the United
Kingdom and West Germany. Foreign assets, liabilities, and
results of operations were not material.

COMMERCIAL METALS COMPANY (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS
N (In Part): Business Segments

Summarized data for the Company’s foreign operations
(principally Europe) are as follows (in thousands):

1985 1984 1983

Revenues—unaffiliated customers $280,764 $412,466 $271,354
Intersegment revenues ............ — — —

Total revenues................... $280,764 $412,466 $271,354
Operating profit.................... $ 310 $ 88 $ 1,414
Identifiable assets ................. $ 23,602 $ 38,127 $ 48,350

Export sales from the U.S. were as follows (in thousands):

1985 1984 1983

Far East........ccooiiniiiiinnnnnin. $ 41,476 $ 37,352 $ 36,761
Europe ......oovevinniiiiiiinnn, 7,642 2,963 4,550
Other.....ccovieiiiiiiiiiiinne, 30,320 17,958 26,860
Total eoeeniiiiiiiiiiiiies $ 79,438 $ 58,273 $ 68,171

During 1984, sales to one unaffiliated customer totaled
14% of net sales, and purchases from one unaffiliated vendor
amounted to 15% of cost of sales. These amounts are in-
cluded in the marketing and trading segment.

The Company operates in three business segments, as
indicated below. intersegment sales generally are priced at
prevailing market prices. Certain corporate administrative
expenses have been allocated to segments based upon the
nature of the expense.

MGM/UA ENTERTAINMENT CO.

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

14. Segment Information and Foreign Operations

MGM/UA’'s business activities consist of one business
segment, filmed entertainment, which involves the financing,
production and worldwide distribution of theatrical motion pic-
tures and television series and films, music publishing related
to such activities and the operation of a motion picture film
laboratory which processes film for MGM/UA as well as other
producers and distributors. The operating revenues and
operating income are reported in the consolidated
statements of income. Corporate assets were not significant
in any of the last three fiscal years.

The three major U.S. television networks are significant
customers of MGM/UA with revenues from these networks
totaling $88,465,000 in fiscal 1983, $52,635,000 in fiscal
1984 and $58,144,000 in fiscal 1985. Individually, none of the
television networks contributed more than 10% of MGM/UA’s
revenues in any of the three years.
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Net foreign assets and income from subsidiaries operating
in foreign countries were not material in relatioh to consoli-
dated assets or consolidated net income. Foreign revenues
are primarily export revenues earned from motion picture and
television films produced in the U.S. Such export revenues by
major geographic area were as follows:

Year Ended August 31,
1983 1984 1985

(Thousands)
Europe ...cveveveieiniiininin, $139,146 $150,309 $ 76,773
Western Hemisphere (excluding
U.S. and Canada)............... 19,663 20,256 12,651
Asia, Africa and other ............ 56,670 61,589 46,955
L (| $215,479 $232,154 $136,379

NATURAL BUSINESS YEAR

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

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

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

During 1985, six companies changed the date of their fiscal
year end. Examples of such changes and examples of fiscal
year definitions follow.

Change in Date of Fiscal Year Ending

ASTROSYSTEMS, INC.

Consolidated Balance Sheets

June 30, August 31,
1985 1984

Consolidated Statements of Operations

Ten Months Ended
June 30, 1985 Year Ended August 31,

(Note A1) 1984 1983

Consolidated Statements of Changes in Financial Posi-
tion

Ten Months Ended
June 30, 1985 Year Ended August 31,

(Note A1) 1984 1983

TABLE 1-4: MONTH OF FISCAL YEAR END

1985 1984 1983 1982

January ...l 24 25 25 25
February ..................... 16 12 12 15
March ..o, 12 13 13 12
April o 5 6 6 7
MY oo, 14 13 13 13
June coeeveei 43 40 37 38
ly e 16 16 17 17
August ......ooiiiininnnnn.. 20 20 23 22
September ................... 39 39 39 38
October .........ccccevene. 26 28 25 24
November ................... 1N 14 13 n

Subtotal ........coeuurunaneene 226 226 223 222
December .................... 374 374 377 378

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

NOTES TO FINANCIAL STATEMENTS

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

1. Principles of consolidation: The consolidated financial
statements include the accounts of the Company and its
wholly owned subsidiaries. Material inter-company transac-
tions and account balances have been eliminated in consoli-
dation.

The Company changed its fiscal year end to June 30, from
August 31. Accordingly, the 1985 consolidated statements of
operations, changes in financial position and changes in
shareholders’ equity reflect the Company’s operations for the
ten-month period ended June 30, 1985.

Auditors’ Report

Board of Directors and Shareholders
Astrosystems, Inc.
Lake Success, New York

We have examined the consolidated balance sheets of
Astrosystems, Inc. and subsidiaries as at June 30, 1985 and
August 31, 1984 and the related consolidated statements of
changes in shareholders’ equity, operations, and changes in
financial position for the ten months ended June 30, 1985
and for each of the years in the two-year period ended Au-
gust 31, 1984. Our examinations were made in accordance
with generally accepted auditing standards and, accordingly,
included such tests of the accounting records and such other
auditing procedures as we considered necessary in the cir-
cumstances.

In our opinion, the consolidated financial statements
enumerated above present fairly the consolidated financial
position of Astrosystems, Inc. and subsidiaries at June 30,
1985, and August 31, 1984, and the consolidated results of
their operations and changes in their financial position for the
ten months ended June 30, 1985 and for each of the years in
the two-year period ended August 31, 1984, in conformity
with generally accepted accounting principles applied on a
consistent basis.
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BOBBIE BROOKS, INCORPORATED

Consolidated Balance Sheets

December 31, April 27,
1985 1985
Consolidated Statements of Operations
Eight Months
Ended Years Ended
December 31, April 27, April 28,
1985 1985 1984

Consolidated Statements of Shareholders’ Equity

Eight Months
Ended Years Ended
December 31, April 27, April 28,
1985 1985 1984

Consolidated Statements of Changes in Financial Posi-
tion

Eight Months

Ended Years Ended
December 31, April 27, April 28,
1985 1985 1984

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note A (In Part): Significant Accounting Policies
Year-End Change:

The Company has elected a calendar year-end effective
December 31, 1985. Previously, the Company’s fiscal year
ended on the Saturday nearest to April 30.

Auditors’ Report

Board of Directors and Shareholders
Bobbie Brooks, Incorporated

We have examined the consolidated balance sheet of
Bobbie Brooks, Incorporated and subsidiaries as of De-
cember 31, 1985 and the related consolidated statements of
operations, changes in shareholders’ equity and changes in
financial position for the eight months then ended. Our exam-
ination was made in accordance with generally accepted au-
diting standards and, accordingly, included such tests of the
accounting records and such other auditing procedures as
we considered necessary in the circumstances. The financial
statements of Bobbie Brooks, Incorporated and subsidiaries
for the years ended April 27, 1985 and April 28, 1984 were
examined by other auditors whose report thereon dated July
12, 1985 expressed an unqualified opinion on those state-
ments.

In our opinion, the 1985 financial statements referred to
above present fairly the consolidated financial position of
Bobbie Brooks, Incorporated and subsidiaries as of De-
cember 31, 1985 and the consolidated results of their opera-
tions and changes in their financial position for the eight
months then ended, in conformity with generally accepted
accounting principles applied on a consistent basis.

INTEL CORPORATION

Consolidated Balance Sheets
December 28, 1985 and December 31, 1984 1985 1984

Consolidated Statements of Income

Three Years Ended December 28, 1985 1985 1984 1983

Consolidated Statements of Changes in Financial Posi-
tion

Three Years Ended December 28, 1985 1985 1984 1983

Consolidated Statements of Shareholders’ Equity

Three Years Ended December 28, 1985

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Accounting Policies (In Part)

Fiscal Year. In 1985 the Company changed its accounting
period from a fiscal year ended December 31 to a fiscal year
ended the last Saturday in December. As a result of this
change, fiscal year 1985, a 52 week year, ended on De-
cember 28, 1985. This change had no material effect on the
Company’s 1985 financial statements. The next 53 week
year will end on December 31, 1988.

Report of Certified Public Accountants

The Board of Directors and Shareholders
Intel Corporation

We have examined the consolidated balance sheets of
Intel Corporation at December 28, 1985 and December 31,
1984, and the related consolidated statements of income,
shareholders’ equity and changes in financial position for
each of the three years in the period ended December 28,
1985. Our examinations were made in accordance with gen-
erally accepted auditing standards and, accordingly, included
such tests of the accounting records and such other auditing
procedures as we considered necessary in the circum-
stances.

In our opinion, the financial statements mentioned above
present fairly the consolidated financial position of Intel Cor-
poration at December 28, 1985 and December 31, 1984, and
the consolidated results of operations and changes in finan-
cial position for each of the three years in the period ended
December 28, 1985, in conformity with generally accepted
accounting principles applied on a consistent basis during the
period.
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LABARGE, INC.

Consolidated Balance Sheets

June 30, December 31, December 31,
1985 1984 1983

Consolidated Statements of Operations

Six Months Ended Year Ended
June 30, December 31,

1985 1984 1983 1982

Consolidated Statements of Chaes in Financial Posi-
tion '

Six Months Ended Year Ended
June 30, December 31,

1985 1984 1983 1982

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Summary of Significant Accounting Policies
Principles of Consolidation

Change in Reporting Period

In 1985, the Company changed its fiscal year end from
December 31 to June 30. As a result of this change, fiscal
year 1985 includes results of operations only for the six
months ended June 30, 1985.

Accountants’ Report

The Board of Directors and Stockholders
LaBarge, Inc.:

We have examined the consolidated balance sheets of
LaBarge, Inc. and subsidiaries as of June 30, 1985, De-
cember 31, 1984 and December 31, 1983, and the related
consolidated statements of operations, stockholders’ equity,
and changes in financial position for the six months ended
June 30, 1985 and each of the years in the three-year period
ended December 31, 1984. Our examinations were made in
accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting records
and such other auditing procedures as we considered neces-
sary in the circumstances. We did not examine the financial
statements of Duralite Company, Inc. and subsidiaries, con-
solidated subsidiaries, as of and for each of the years in the
two-year period ended December 31, 1983, such statements
reflect total assets constituting 22% and total revenues con-
stituting 24% and 2% in 1983 and 1982, respectively, of the
related consolidated totals. These statements were exam-
ined by other auditors whose report thereon has been fur-
nished to us and our opinion expressed herein, insofar as it
relates to the amounts included for Duralite Company, Inc.
and subsidiaries, as of and for each of the years in the two-
year period ended December 31, 1983, is based solely upon
the report of the other auditors.

In our opinion, based upon our examinations and the report
of other auditors, the aforementioned consolidated financial
statements present fairly the financial position of LaBarge,
Inc. and subsidiaries at June 30, 1985, December 31, 1984
and December 31, 1983, and the results of their operations
and the changes in their financial position for the six months

ended June 30, 1985 and each of the years in the three-year
period ended December 31, 1984, in conformity with gener-
ally accepted accounting principles applied on a consistent
basis.

THE L. S. STARRETT COMPANY

Consolidated Balance Sheets

June 29 June 30
1985 1984

Consolidated Statements of Earnings and Changes in
Financial Position

For the years ended in June 1985 1984 1983
Consolidated Statements of Stockholders’ Equity

For the years ended in June, 1983 through 1985

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Significant Accounting Policies (In Part)

Fiscal Year: Beginning with 1985, the Company changed
its fiscal year from the last day in June to the last Saturday in
June. Fiscal 1985 ended on June 29, 1985 and consisted of
364 days (52 weeks). Both fiscal 1984 and 1983 ended on
June 30 and consisted of 365 days.

Accountants’ Report

To the Stockholders and Directors of
The L. S. Starrett Company

We have examined the consolidated balance sheets of
The L. S. Starrett Company and subsidiaries as of June 29,
1985 and June 30, 1984 and the related consolidated
statements of earnings, changes in financial position and
stockholders’ equity for each of the years in the three-year
period ended June 29, 1985. Our examinations were made in
accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting records
and such other auditing procedures as we considered neces-
sary in the circumstances.

In our opinion, the consolidated financial statements re-
ferred to above present fairly the financial position of The L.
S. Starrett Company and subsidiaries at June 29, 1985 and
June 30, 1984 and the results of operations and the changes
in financial position for each of the years in the three-year
period ended June 29, 1985, in conformity with generally
accepted accounting principles applied on a consistent basis.

Definition of Fiscal Year

BEATRICE COMPANIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Summary of Significant Accounting Policies

Fiscal Year—The fiscal year of Beatrice ends on the last
day of February. Many non-U.S. subsidiaries have fiscal
years that end on December 31 and certain subsidiaries have
fiscal years ending on the last Saturday in February.
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FLEETWOOD ENTERPRISES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

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

g. Accounting period: The Company'’s fiscal year ends on
the last Sunday in April. The year ending dates for the past
three fiscal years were April 28, 1985, April 29, 1984 and
April 24, 1983, respectively. Fiscal year 1984 included 53
weeks compared to 52 weeks for 1985 and 1983.

HUGHES SUPPLY, INC.

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

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

The Company’s fiscal year ends on the last Friday in
January. Fiscal year 1986 had 53 weeks. Fiscal years 1985
and 1984 had 52 weeks.

HUNT MANUFACTURING CO.

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

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

Fiscal Year: The Company's fiscal year ends on the Sun-
day nearest the end of November. Fiscal year 1985 ended
December 1, 1985; fiscal year 1984 ended December 2,
1984; and fiscal year 1983 ended November 27, 1983. Fiscal
years 1985 and 1983 comprised 52 weeks; fiscal year 1984
comprised 53 weeks.

ROUNDING OF AMOUNTS

Table 1-5 shows a continuing increase in the number of
survey companies stating financial statement amounts in mil-
lions of dollars.

TABLE 1-5: ROUNDING OF AMOUNTS
1985 1984 1983 1982

To nearest dollar ............ 66 72 75 81
To nearest thousand dollars:
Omitting 000.............. 363 357 363 351
Presenting 000 ........... 44 50 54 66
To nearest million dollars... 127 121 108 102
Total Companies .............. 600 600 600 600

COMPARATIVE FINANCIAL STATEMENTS

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

Usually the income statement is the first financial state-
ment presented and is followed by either a balance sheet
(252 companies) or a statement showing changes in retained
earnings (106 companies). The respective totals for 1984
were 221 and 114. 177 companies presented the balance
sheet as the first financial statement followed by an income
statement. The corresponding total for 1984 was 186.

NOTES TO FINANCIAL STATEMENTS

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

Changes in accounting principles.

Any material retroactive adjustments.
Long-term lease agreements.

Assets subject to lien.

Preferred stock data.

Pension and retirement plans.

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

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

Business combinations.

Computation of earnings per share.
Subsequent events.

Quarterly data.

Segment information.

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

1985 1984 1983 1982

General reference only...... 345 335 333 317
General and direct refer-

(-1, -1 S 246 258 259 274
Direct reference only........ 6 . 4 4 5
No reference to notes....... 3 3 4 4

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

DISCLOSURE OF ACCOUNTING POLICIES

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

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

ALBERTSON'S, INC. (JAN)

SUMMARY OF SIGNIFICANT ACCOUNTING POLI-
CIES

Fiscal Year End

The Company’s fiscal year ends on the Thursday nearest
to January 31 in each year. Unless the context otherwise
indicates, reference to a fiscal year of the Company refers to
the calendar year in which such fiscal year commences.

Consolidation

The consolidated financial statements include the results
of operations, account balances and changes in financial po-
sition of the Company and its wholly-owned subsidiaries. All
material inter-company balances have been eliminated.

Inventories

The Company values inventories at the lower of cost or
market or at retail less percentages estimated as being suffi-
cient to reduce inventories to the lower of cost or market.
Cost of substantially all inventories is determined on a last-in,
first-out (LIFO) basis. Cost of the remaining inventories is
determined on a first-in, first-out (FIFO) basis.

Capitalization, Depreciation and Amortization

Land, buildings and equipment are recorded at cost. De-
preciation is provided on the straight-line method over the
estimated useful life of the asset.

The cost of major remodeling and improvements on leased
stores are capitalized as leasehold improvements. Leasehold
improvements are amortized over the shorter of the life of the
applicable lease or the life of the asset. Capital leases are
recorded at the lower of fair market value or the present value
of future lease payments. These leases are amortized over
their primary term.

TABLE 1-7: DISCLOSURE OF ACCOUNTING
POLICIES

Number of Companies
1985 1984 1983 1982

Consolidation basis .......... 584 581 580 578
Depreciation methods ....... 580 580 582 585
Inventory pricing............. 557 556 560 557
Interperiod tax allocation ... 532 530 533 528
Property .....c.ccccenennnnen. 496 497 481 476
Earnings per share calcula-

Hon...ceiiiiiiniinanen, 393 375 376 367
Amortization of intangibles . 304 294 292 289

Employee benefits ........... 274 281 308 323

Translation of foreign cur-

FENCY..eoennearireenenannns 236 261 268 243
Research and development
COSES vininiriiiaennnas 124 145 142 137

Capitalization of interest .... 78 86 93 101

Upon disposal of depreciable property, the appropriate
property accounts are reduced by the related costs and ac-
cumulated depreciation. The resulting gains and losses are
reflected in the consolidated statement of earnings.

Store Opening and Closing Costs

The noncapital expenditures incurred in opening new
stores or remodeling existing stores are expensed in the year
in which they are incurred. When a store is closed the remain-
ing investment in fixtures and leasehold improvements, net of
expected salvage, is expensed. The present value of any
remaining liability under the lease, net of expected sublease
recovery, is also expensed.

Stock Options

Proceeds from the sale of newly issued stock to employees
under the company’s stock option plans are credited to com-
mon stock to the extent of par value and the excess to capital
in excess of par value. With respect to nonqualified stock
options, the difference between the option exercise price and
market value at date of grant is charged to operations over
the exercise period. Income tax benefits attributable to stock
options exercised are credited to capital in excess of par
value.

Pensions

The Company has two pension plans which are noncon-
tributory for eligible employees who are 21 years of age with
one or more years of service and who are not covered by
collective bargaining agreements. Pension costs include cur-
rent service costs, which are accrued and funded on a cur-
rent basis, and prior service costs, which are amortized and
funded over periods of not more than 30 years. Actuarial
assumptions are reviewed annually.

Income Taxes

The Company provides for deferred income taxes resulting
from timing differences in reporting certain income and ex-
pense items for income tax and financial accounting pur-
poses. The major timing differences and their net effect are
shown in the notes to consolidated financial statements
under income taxes.
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Investment tax credit is deferred and amortized over the
useful life of the related asset.

Earnings Per Share

Earnings per share is computed by dividing consolidated
net earnings by the weighted average number of shares out-
standing. Equivalent shares in the form of stock options are
excluded from the calculation since they are not materially
dilutive.

BALL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include the ac-
counts of Ball Corporation and its majority-owned sub-
sidiaries. All significant intercompany transactions are elimi-
nated.

- Revenue Recognition

Sales and earnings are recognized primarily upon ship-
ment of products except in the aerospace operations, where
the percentage of completion method is used for long-term
contracts.

Inventories

Inventories are stated at the lower of cost or market, cost
being determined on the last-in, first-out (LIFO) basis for
glass container and zinc inventories, and generally on the
first-in, first-out basis for all other inventories. If LIFO inven-
tories had been valued at current costs, they would have
been greater by $15.2 million and $16.4 million in 1985 and
1984, respectively.

Deferred Preoperating Costs

Preoperating costs of new manufacturing facilities are
charged to income as incurred, except for those facilities and
major expansions or modifications thereof which are con-
structed primarily to serve customers under contractual sup-
ply arrangements. The costs deferred, which represent prin-
cipally training and other start-up costs, are amortized over
the terms of the related supply contracts of up to seven years,
commencing with commercial production.

Depreciation

Depreciation is provided in amounts sufficient to amortize
the cost of the properties over their estimated useful lives
(buildings—20 to 50 years; machinery and equipment—5 to
10 years), generally on the straight-line method.

Taxes on Income

Deferred taxes are provided for those items reported in
different periods for income tax and financial statement pur-
poses. The investment tax credit reduces the current provi-
sion for federal income tax in the year the related property
which gave rise to the credit is placed in service.

Retirement Plans

Pension expense includes charges for current service and
amortization of prior service costs over an average of twenty
years. The company funds pension costs in accordance with
the funding provisions of the Employee Retirement Income
Security Act.

Earnings Per Share of Common Stock

Earnings per share computations are based upon the
weighted average number of shares of common stock out-
standing during the year which are disclosed on page 42 of
this report. Assumed exercise of outstanding stock options
would not result in significant dilution of earnings.

COLLINS & AIKMAN CORPORATION (FEB)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1. Accounting Policies
Basis of Consolidation

The consolidated financial statements include the ac-
counts of all domestic and Canadian subsidiaries. All inter-
company transactions and profits have been eliminated.

Fiscal year

The Company'’s fiscal year is 52 or 53 weeks, ending on
the Saturday nearest to February 28.

Inventories

Approximately 77% of the 1985 and 82% of the 1984 in-
ventories are valued at cost on the first-in, first-out (FIFO)
method or market, whichever is lower. The remaining inven-
tories, all of which relate to the Company’s wallcovering busi-
ness segment, are valued at cost on the last-in, first-out
(LIFO) method, which cost is lower than current replacement
market.

Depreciation

The costs of property, plant and equipment are depre-
ciated over the estimated useful lives of the assets using
principally the straight-line method. The estimated useful
lives are as follows:

Buildings ....covvveniniiiiiiiii 20 to 50 years
Machinery & equipment..........cocoviiviiiiinniiiininnne. 5 to 14 years

Investment tax credit

The Company recognizes the investment tax credit as a
reduction of the income tax provision in the year in which the
related assets are placed in service.

Foreign currency transiation

Effective in 1983, the Company changed its method of
accounting for foreign currency translation to comply with the
requirements of Statement of Financial Accounting Stan-
dards No. 52. Under this Statement, translation adjustments
previously included in net income are accumulated as a
separate component of stockholders’ equity.

Changes in presentation

In 1985 the Company changed its presentation of the Con-
solidated Statement of Changes in Financial Position from a
working capital format to a format which reflects the net
change in cash and temporary investments. In the opinion of
management, the new format represents a more meaningful
presentation of the Company's financial strength and liquidity
position. Amounts for 1984 and 1983 have been reclassified
to conform with the 1985 presentation. Additionally, the Con-
solidated Statement of Income for 1984 and 1983 has been
reclassified for comparability with 1985.
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GENERAL FOODS CORPORATION (MAR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1. Significant Accounting Policies

Principles of Consolidation: The consolidated financial
statements include the accounts of General Foods Corpora-
tion and its subsidiaries. Investments in common stock rep-
resenting a significant ownership interest of 50 per cent or
less, and General Foods Credit Corporation, a finance leas-
ing subsidiary, are included in these statements on the equity
method of accounting.

Foreign Currency Translation: Substantially all assets and
liabilities of the company’s international operations are trans-
lated at the year-end exchange rates; income and expenses
are translated at the average exchange rates prevailing dur-
ing the year. Translation adjustments are accumulated in a
separate section of stockholders’ equity. Most foreign cur-
rency transaction gains and losses, as well as translation
adjustments relating to hyperinflationary economies, are in-
cluded in net earnings.

Inventories: Inventories are stated at the lower of cost
(principally average) or market for financial reporting pur-
poses.

Land, Buildings, Equipment: The straight-line method is
generally used to compute depreciation of buildings and
equipment for financial reporting purposes.

Intangible Assets: Goodwili represents the excess of cost
above the fair value of net tangible assets of acquired busi-
nesses and is being amortized by the straight-line method
over periods not exceeding 40 years. Other intangible assets,
some of which are deductible for tax purposes, principally
include the values assigned to delivery systems, product
formulas, patents and inventions and also are being amor-
tized by the straight-line method over periods not exceeding
40 years.

Retirement Plans and Postretirement Benefits: The cost of
retirement plans is determined on the basis of actuarial valua-
tions. The company accrues and generally funds current ser-
vice costs and amortization of the unfunded actuarial liability
usually over periods not exceeding 15 years. The company
charges the cost of providing retiree health care and life in-
surance benefits to expense when paid.

Income Taxes: Income taxes are based on amounts in-
cluded in the consolidated statements of earnings. Deferred
taxes result from differences between the time that certain
revenue and expense items are recognized in computing tax
expense for financial statement purposes and when these
items are actually reported for income tax purposes. Invest-
ment tax credits reduce the provision for income taxes as
earned.

Earnings Per Share: Earnings per share amounts are
based on the weighted average number of common shares
outstanding during each fiscal year. Common shares issu-
able upon exercise of stock options are excluded from the
earnings per share computation because their dilutive effect
is not material.

Futures Contracts: The company executes futures con-
tracts primarily to hedge fluctuations in costs of commodities

used in production and to hedge exposures in foreign curren-
cies. Changes in the market value of hedging contracts are
reported as an adjustment of the carrying amount of the
hedged item.

SUPREME EQUIPMENT & SYSTEMS CORP. (JUL)

NOTES TO THE CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1—Summary of Significant Accounting Policies:

A) Principles of Consolidation: The accompanying con-
solidated financial statements include the accounts of Su-
preme Equipment & Systems Corp. and its wholly-owned
subsidiaries. During the year ended July 31, 1985 several
wholly-owned subsidiaries were dissolved. All material inter-
company accounts and transactions have been eliminated in
consolidation.

B) Long-Term Contracts: Sales and earnings on long-term
automated systems contracts are stated on the percentage-
of-completion method, based on costs incurred in relation to
total estimated costs. For income tax purposes, the Company
reports such earnings on the completed contract method.

C) Inventories: Inventories are priced at the lower of cost
(first-in, first-out) or market.

D) Property, Equipment and Depreciation: Property and
equipment are stated at cost. Depreciation and amortization
are provided on a straight-line basis over the foliowing useful
lives:

Depreciable Life

Years
Building and improvements ..................... 23 to 30
Machinery and equipment ...................... 31010
Tools, dies and jigs.............coounveniinninin. 5
Furniture and fixtures ....................c.ooohl 10
Leasehold improvements..............c.c..euee. Life of lease but not in

excess of useful life.

E) Consulting and Contract Proposal Costs: Fees and
costs incurred for major management consulting surveys in
progress and pending prime contract proposals are deferred
until completion of the surveys or awarding of the contracts.

F) Income Taxes: Deferred income taxes have been pro-
vided for timing differences, primarily in tax reporting of in-
come from long-term contracts, depreciation, deferred com-
pensation, consulting and contract proposal costs and dis-
posal loss on discontinued segment (See Note 7).

A former subsidiary of the Company had qualified as a
Domestic International Sales Corporation (DISC) under fed-
eral tax regulations. A portion of the DISC income was not
subject to federal income tax. The Company had not pro-
vided for income taxes on undistributed DISC income of
$460,000. That amount has been distributed tax free in 1985
under new tax regulations. ‘

Investment tax credits are applied to reduce income tax
expense when utilized.
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TRIBUNE COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 1. Summary of Significant Accounting Policies

The significant accounting policies of Tribune Company
and subsidiaries (the “Company”), as summarized below,
conform with generally accepted accounting principles and
reflect practices appropriate to the businesses in which they
operate. Certain prior year amounts have been reclassified to
conform with the 1985 presentation.

Fiscal year

The Company's fiscal year ends on the last Sunday in the
calendar year. The fiscal years 1985 and 1983 comprised 52
weeks. The fiscal year 1984 comprised 53 weeks.

Principles of Consolidation

The consolidation financial statements include the ac-
counts of Tribune Company and all majority owned sub-
sidiaries. Investments in 20% to 50% owned companies and
joint ventures are accounted for by the equity method. All
intercompany transactions have been eliminated.

Translation of Canadian Financial Statements

The financial statements and transactions of the Com-
pany’'s Canadian subsidiaries are maintained in their func-
tional currency (Canadian dollars) and translated into U.S.
dollars in accordance with Statement of Financial Accounting
Standards No. 52. Assets and liabilities are translated at cur-
rent exchange rates in effect at the balance sheet date and
stockholders’ investment is translated at historical exchange
rates. Revenues and expenses are translated at the average
exchange rate for each period. Translation adjustments,
which result from the process of translating Canadian finan-
cial statements into U.S. Dollars, are accumulated in a sepa-
rate component of stockholders’ investment in accordance
with Statement No. 52.

Short-Term Investments

Short-term investments are stated at cost which approxi-
mates market value.

Inventories

Inventories are stated at the lower of cost or market. Cost
is determined on the first-in, first-out (“FIFO”) or average cost
basis for pulpwood, supplies, materials and Canadian news-
print and primarily on the last-in, first-out (“LIFO”) basis for
U.S. Newsprint.

Broadcast Rights

Broadcast rights consist principally of rights to broadcast
feature films, sports and syndicated programs, and are stated
at the lower of cost or estimated net realizable value. The
total cost of these rights is recorded as an asset and liability
when the program becomes available for broadcast.
Broadcast rights which have limited showings are generally
amortized using an accelerated method as programs are
aired. Those with unlimited showings are amortized on a
straight-line method over the contract period. Broadcast
rights which will be amortized in the succeeding year are
classified as current assets.

Net Assets Held For Sale

Net assets held for sale represent total assets less
liabilities of operations to be divested by the Company. The

operations to be divested include the Company’s Los
Angeles newspaper and all of its cable television systems.
The net assets of these operations have been shown as an
asset in the Company'’s consolidated statement of financial
position as of December 29, 1985. Net assets of this news-
paper and the cable operations are $23,301,000 and
$129,217,000, respectively. Such net assets comprise net
properties: $149,424,000 and intangible assets:
$25,307,000; less deferred income taxes: $19,650,000 and
other liabilities—net: $2,563,000.

Properties

Property, plant and equipment are stated at cost. Im-
provements and replacements are capitalized, while expendi-
tures for maintenance and repairs are charged to expense as
incurred. Depreciation is computed using the straight-line
method over the properties’ estimated useful lives. Depletion
of timber limits is based on the amount of timber cut. Depre-
ciation and depletion expense was $87,894,000 in 1985,
$76,878,000 in 1984 and $69,199,000 in 1983. The cost and
accumulated depreciation and depletion of property sold or
retired are removed from the accounts and gains or losses, if
any, are reflected in earnings for the period.

The Company capitalizes interest costs as part of the cost
of constructing major facilities and equipment. Interest costs
of $2,700,000, $3,300,000 and $3,700,000 were capitalized
in 1985, 1984 and 1983, respectively.

Preoperating Costs

- In conformity with industry practice, the newsprint and
forest products and cable television businesses capitalize
preoperating costs of major new facilities during the period of
construction. Start-up costs for newspaper and other produc-
tion facilities are expensed as incurred. At December 29,
1985 preoperating costs of cable television businesses were
$2,300,000 and have been included in net assets held for
sale in the Company’s 1985 consolidated statement of finan-
cial position. The 1984 unamortized preoperating costs of the
newsprint and forest products business totaling $4,900,000
have been amortized fully in 1985.

Intangible Assets

Intangible assets primarily represent the excess of cost of
acquired companies over the fair market value of their tangi-
ble assets. This excess cost related to subsidiaries acquired
since 1971 is being amortized on a straight-line basis over
various periods up to 40 years. Intangible assets of approxi-
mately $25,500,000 related to pre-1971 acquisitions are not
being amortized as the Company believes there has been no
diminution of value.

Deferred Income

Deferred income primarily includes two items relating to
the gain on the sale of the New York Daily News building in
1982. The first item is $23,600,000 of gain that was deferred
as the portion representing the equity interest retained in the
partnership that purchased the building. This deferred in-
come will be recognized in the event the Company’s interest
in the partnership is sold or the building is sold to a third party.

The second item is gain that was deferred due to the
leaseback of a portion of the building. During 1985, 1984 and
1983, $4,600,000, $8,200,000 and $9,600,000, respectively,
of this deferred gain was amortized to income as a reduction
of rent expense in the newspaper publishing segment. The
remaining unamortized gain of $6,600,000 will be amortized
to income over the next two years. The deferred gain of
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$4,000,000 that will be amortized to income in 1986 is clas-
sified as a current liability at December 29, 1985.

Income Taxes

Investment tax credits are recorded under the flow-through
method of accounting as a reduction of the provision for in-
come taxes. Investment tax credits are recognized in the
financial statements to the extent that the credit would have
been realized on the respective income tax return if taxes
payable had been based on pre-tax accounting income. Any
remaining available investment tax credit has been recog-
nized to the extent that existing net deferred tax credits will
reverse during the investment tax credit carryforward period,
subject to statutory limitations.

A provision is made for appropriate income taxes on undis-
tributed earnings of Canadian subsidiaries which are ex-
pected to be received by the U.S. parent company. No provi-
sion for income taxes has been made on undistributed Cana-
dian earnings of $211,000,000 at December 29, 1985. These
earnings have been permanently invested by the Canadian
subsidiaries in facilities and other assets and have borne
substantial Canadian income taxes that would offset, in major
part, any tax liability resulting from their distribution.

Net Income Per Share

Net income per share has been computed based upon the
weighted average number of common shares outstanding
during the year. Shares issuable upon the exercise of stock
options have not been included in the computation because
they would not have a material effect on net income per
share. The number of shares used in the computation were
40,522,628 in 1985, 40,400,463 in 1984 and 36,625,391 in
1983. All share and per share amounts have been ret-
roactively adjusted for the 4,799-to-1 stock distribution in the
nature of a stock split, effective October 3, 1983.

TABLE 1-8: ACCOUNTING CHANGES

Number of Companies
1985 1984 1983 1982
Actuarial assumptions ....... 104 118 83 144
Actuarial cost method ....... 38 20 19 22
SFAS 87 adopted ............ 17
LIFO method adopted or ex-
tended ......ooonveiinnnent 10
Other inventory changes .... 8
Depreciation method......... 7
5
3
2

Reporting entity..............
Depreciable lives ............
Investment credit ............
Foreign currency franslation
Taxes on undistributed earn-

iNGS ..oviniiiiiiinns —
Compensated absences...... —
Interest capitalization........ —_ — 2
Other—described............ 16

—
NWWOHID
HLPNONOOVA~O

e
| w
w
oo

p—
wn
—
-
N
o

ACCOUNTING CHANGES

APB Opinion No. 20 “defines various types of accounting
changes and establishes guides for determining the manner
of reporting each type.” Table 1-8 lists the accounting
changes disclosed in the 1985 annual reports of the survey
companies. As indicated in Table 1-8, the most frequently
disclosed changes related to pension plans with 17 com-
panies disclosing early compliance with Statement of Finan-
cial Accounting Standards No. 87 and 38 additional com-
panies disclosing a change to the projected unit credit
method without referring to SFAS No. 87.

Examples of accounting changes follow. Examples of ac-
counting changes related to pension plans or involving a re-
statement of prior year financial statements are presented in
connection with Table 3-8 or Table 4-3, respectively.

CHANGE IN ACCOUNTING ESTIMATES

CYCLOPS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 12—Deferred Service Revenue

In 1985, the Company effected an accounting estimate
change for the recognition of deferred service revenue, re-
sulting in additional net income of $6,885,000, or $1.76 per
share for the year. This change was made so that revenue
recognition would more closely correspond to the historical
warranty claim experience of the Company.

RCA CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS

12 (In Part): Employee Benefit Plans
Post-Retirement Insurance Plan

RCA provides certain health-care and life-insurance bene-
fits to qualified retired employees. The actuarially determined
cost of such benefits is accrued for each employee from age
55 until retirement and is funded annually. The expense was
$24.7 million (1984—$36.5; 1983—$31.7). The estimates
used to develop this expense were revised in 1985 to more
accurately reflect RCA’s historical claims experience. This
revision reduced 1985 expense by $19.2 million ($.12 per
share after tax). In addition, $15 million ($.09 per share after
tax) of previously provided post-retirement liabilities was no
longer required and was reversed.

UNION CARBIDE CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS
1 (In Part): Summary of Significant Accounting Policies

Fixed assets and depreciation—Fixed assets are carried
at cost. Expenditures for replacements are capitalized and
the replaced items are retired. Gains and losses from the sale
of property are included in income.

Depreciation is calculated on a straight-line basis. The
Corporation and its subsidiaries generally use accelerated
depreciation methods for tax purposes where appropriate.
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In the third quarter of 1985, Union Carbide revised, ret-
roactive to January 1, 1985, the estimated useful lives used
to depreciate the cost of machinery and equipment. Ma-
chinery and equipment lives, which formerly ranged from 10
to 20 years, were shortened to 10 to 15 years. See Note 3.

3: Change in Accounting Estimate

As explained in Note 1, during 1985 Union Carbide re-
vised, retroactive to January 1, 1985, the estimated useful
lives used to depreciate the cost of machinery and equip-
ment. The effects of this change in accounting estimate were
to increase 1985 depreciation expense by approximately $57
million, and to decrease 1985 net income by approximately
$34 million, or $0.16 per share.

CHANGE IN ACCOUNTING PRINCIPLES

BERGEN BRUNSWIG CORPORATION (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2-Change to LIFO Accounting

To match costs and related revenues more properly, the
Corporation changed its method of valuing the Drug and
Health Care and Medical/Surgical Supplies inventories to the
LIFO method in the third quarter of 1985. The Consumer
Electronics segment inventories ($41,090,000 at August 31,
1985) continue to be valued using the FIFO method because
of the deflationary nature of its inventory costs.

It is not possible to determine the cumulative effect of the
change on retained earnings as of September 2, 1984 nor the
proforma effects of retroactive application of the change for
prior periods. In accordance with generally accepted account-
ing principles, the change is prospective from September 1,
1984. The effect of the change to LIFO in 1985 was to de-
crease earnings from continuing operations by $3.4 million or
$.27 per share.

MUNSINGWEAR, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

E. Inventories
Inventories at December 31 consisted of:

1985 1984
(In thousands)
Raw Materials ............ccevenennns $ 7,623 $ 3,731

Work In Process........cceeeveennen. 2,804 2,307
Finished Goods............ccvuvenenns 12,546 10,138

$22,973 $16,176

Effective January 1, 1985, the Company changed its
method of determining the cost of its outlet store inventories
from the first-in, first-out (FIFO) method to the last-in, first-out
(LIFO) method. Effective July 17, 1985 (acquisition date), the
Company’s wholly-owned subsidiary Form-O-Uth, changed
its method of determining the cost of its inventories from the
FIFO method to the LIFO method. The Company believes the
LIFO method will more fairly present results of operations by
reducing the effect of inflationary cost increases in inven-
tories and thus match current costs with current revenues.

Because the December 31, 1984 outlet stores inventories
and the July 16, 1985 Form-O-Uth inventories valued at FIFO
are the opening LIFO inventories, there is neither a cumula-
tive effect to January 1, 1985 or July 17, 1985 nor pro forma
amounts of retroactive application of changing to the LIFO
method of determining inventory costs. The effect of the
change in 1985 was to reduce inventory and net earnings by
$1,262,000.

Inventories stated at the lower of cost or market as deter-
mined by the LIFO method, are lower than cost, as deter-
mined by the FIFO method, by $7,462,000 and $7,100,000 at
December 31, 1985 and 1984, respectively. A decrease in
the level of inventories valued under the LIFO method in
1983 resulted in the liquidation of certain LIFO valuation
layers, which increased the Company’s net earnings by
$4,200,000 or $1.10 per share for 1983.

A. O. SMITH CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2 (In Part): Accounting Changes

Software development costs. During the third quarter of
1985, the Financial Accounting Standards Board issued and
the company adopted statement of Financial Accounting
Standards No. 86, “Accounting for the Costs of Computer
Software to be Sold, Leased, or Otherwise Marketed.” Under
this statement, software production costs incurred by the
company’s data systems business segment in connection
with the development of certain products, primarily electronic
funds transfer software, are being capitalized and amortized
on a product-by-product basis over periods not exceeding
three years. The effect of this accounting change, which is in
accordance with the statement and which has been applied
to costs incurred during all of 1985, was to increase earnings
from continuing operations by approximately $2.0 million
($.26 per primary share of common stock). At December 31,
1985, $3.9 million of unamortized software costs are included
in the accompanying consolidated balance sheet and $.1 mil-
lion was charged to expense as amortization of such costs for
the year then ended.

WILSON FOODS CORPORATION (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

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

Inventories: Inventories are stated at the lower of cost
(first-in, first-out method) or market except that those prod-
ucts which do not have ascertainable costs, principally the
meat portion of product inventories, are stated at market less
an allowance for selling and distribution expenses.

From time to time, the Company partially hedges its inven-
tories and purchase and sale commitments by entering into
contracts on commodity exchanges. Effective with the 1985
fiscal year, in accordance with Financial Accounting Stan-
dards Board (“FASB”) Statement No. 80, the results of these
hedging transactions become part of the cost of the related
inventory items. The computation of market value of inven-
tories includes adjustment for unrealized gain or loss in open
contracts. Gains and losses on open futures contracts not
deemed to be hedges, if any, are charged to operations. Prior
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to fiscal year 1985, gains and losses on all futures contracts
were recognized when settled, except unrealized losses
were charged to operations. Had the new method been in
effect in prior years, fiscal 1983 net loss would have been
reduced by approximately $2.6 million or $0.44 per share and
fiscal 1984 net income would have been reduced by approx-
imately $2.5 million or $0.42 per share. There is no material
cumulative effect at the beginning of the 1985 fiscal year or
on the results of operations for the 1985 fiscal year because
of this change in accounting method.

ROWE FURNITURE CORPORATION (NOV)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 2—Change in Accounting Principle

Depreciation is provided for primarily by the declining bal-
ance method on substantially all property acquired prior to
December 1, 1984. The Company adopted the straight-line
method for financial statement purposes for all property ac-
quired after November 30, 1984. The new method conforms
with that prevalent in the industry. The effect of the change
for the year ended November 30, 1985 was to increase net
earnings by $122,000 and earnings per share by $0.05.

TEXAS INSTRUMENTS INCORPORATED (DEC)

NOTES TO FINANCIAL STATEMENTS
Property, Plant and Equipment at Cost

Depreciable Millions of Dollars
Lives 1985 1984

land....ooviviiiiiiiiiiienns $ 47.7 $ 47.6
Buildings and improvements 5-40 years 1,150.9 1,076.0
Machinery and equipment .. 3-10 years 1,577.0 1,453.5

Total .oveeiineninnennens $2,775.6 $2,577.1
Authorizations for property, plant and equipment expendi-

tures in future years were approximately $273 million at De-

cember 31, 1985, and $447 million at December 31, 1984.

Accounting Change: The company changed its deprecia-
tion method for certain machinery and equipment placed in
service beginning in the third quarter of 1985 from double
declining balance to 150-percent declining balance. Similar
machinery and equipment placed in service prior to July 1,
1985, continue to be depreciated by the double declining
balance method. In the company’s opinion, the new method
will result in a more appropriate matching of costs with reve-
nue for the new machinery and equipment over their esti-
mated useful lives. The change did not have a material effect
on 1985 results.

INTERNATIONAL BUSINESS MACHINES
CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Accounting Change—Program Products

On January 1, 1985, the company changed the method of
amortization of program product assets from the straight-line
method to a method based on the estimated revenue distribu-

tion over the products’ revenue-producing lives. This change
was applied as of January 1, 1985 to the remaining net book
value of the existing assets, as well as to new assets.

In the opinion of management, this change will result in a
better matching of costs with revenue because it is reflective
of the increasing diversity of product offerings and of their
terms and conditions. This change did not have a material
effect on 1985 earnings.

REPORTING ENTITY

CONTROL DATA CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

A (n Pah‘): Accounting Policies
Change in Basis of Consolidation and Presentation

Effective December 31, 1985, Control Data changed its
method of accounting for its investment in Commercial
Credit, a wholly-owned - financial services subsidiary, from
consolidation to recording it on an equity basis. As a result,
the presentation of the balance sheet has changed from a -
non-classified to a classified basis. The change has no effect
on consolidated net eamings or stockholders’ equity, and
prior years financial information has been restated on a com-
parable basis.

The equity method is intended to provide stockholders a
more appropriate view of the computer business results than
was provided under the consolidated basis. The change is
due to the disparity of the businesses and changes in
strategies related to Commercial Credit resulting in greater
separateness of this business.

J.C. PENNEY COMPANY, INC. (JAN)

SUMMARY OF ACCOUNTING POLICIES

Basis of Consolidation. The accounts of J.C. Penney Fi-
nancial Corporation (Financial), a wholly-owned subsidiary
whose primary activity is to finance the Company’s opera-
tions, are, for the first time, included in the Company’s con-
solidated financial statements in order to more appropriately
reflect the financial structure of the Company. Prior to 1985,
Financial was presented as an unconsolidated subsidiary ac-
counted for by the equity method and its income before in-
come taxes was included as a reduction of interest expense.
This change had no effect on the Company’s Statement of
Income; however, the Balance Sheet and the Statement of
Changes in Financial Position have been retroactively re-
stated. For a more detailed description of Financial, refer to
its 1985 annual report, which is available upon request.

The consolidated financial statements present the resuits
of J.C. Penney Company, Inc. and its subsidiaries except for
the insurance operations, the bank, and real estate develop-
ment operations, which are accounted for by the equity
method. The combined income of these unconsolidated op-
erations is included as a single item in the Statement of In-
come. Intercompany items and transactions have been
eliminated in consolidation.
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CONSOLIDATION POLICIES

Accounting Research Bulletin No. 51 states in part:

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

5. Consolidated statements should disclose the con-
solidation policy which is being followed. In most cases
this can be made apparent by the headings or other
information in the statements, but in other cases a foot-
note is required.

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

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

All Subsidiaries Consolidated

CAMPBELL SOUP COMPANY (JUL)

SUMMARY OF SIGNIFICANT ACCOUNTING POLI-
CIES

Consolidation—The consolidated financial statements in-
clude the accounts of the Company and its majority-owned
subsidiaries. Significant intercompany transactions are elimi-
nated in consolidation. In previous years, foreign subsidiaries
(except those in Canada) were consolidated on the basis of
their fiscal years ended June 30. During the current year, the
fiscal year-ends of those subsidiaries were changed to con-
form with the Company’s and accordingly, an additional
month of operating results, which are not material, are in-
cluded in the financial statements. Investments in affiliates
owned 20% or more are accounted for by the equity method.

DIAMOND SHAMROCK CORPORATION (DEC)

FINANCIAL SUMMARY

Significant Accounting Policies (In Part)
Consolidation and Equity Accounting

The Consolidated Financial Statements include the ac-
counts of Diamond Shamrock Corporation and all domestic
and foreign subsidiaries (“the Company”). The Company
uses the equity method to account for its investments in af-

TABLE 1-9: CONSOLIDATION POLICIES

1985 1984 1983 1982

Nature of Subsidiaries Not
Consolidated
Finance related

Credit ...coevvnenennnnn.n. 107 104 97 102
Insurance ................. 58 54 60 60
Leasing ........ccocuvurnnns 16 15 18 21
Banks ........c.coeuninnnnn. 7 5 5 4
Real Estate ................... 32 26 31 33
Foreign ........ccovvvvnnnnen. 12 15 17 20

Number of Companies
Consolidating all significant

subsidiaries................. 423 420 419 414
Consolidating certain signifi-

cant subsidiaries.......... 172 174 172 180
Not presenting consolidated

financial statements ...... 5 6 9 6
Total Companies ................. 600 600 600 600

filiates and joint ventures (“associated companies”), and the
proportionate consolidation method to account for its invest-
ments in Diamond Shamrock Offshore Partners Limited
Partnership and other non-corporate joint ventures in oil and
gas exploration and production. Under the equity method, the
Company recognizes its proportionate share of the net in-
come or loss of associated companies currently, rather than
when realized through dividends or disposal.

All significant intercompany accounts and transactions
have been eliminated. Foreign subsidiaries and associated
companies are included principally on the basis of fiscal
years ending November 30.

EMERSON RADIO CORP. (MAR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note A (In Part): The Company and its Significant Ac-
counting Policies:

(1) Principles of Consolidation:

The consolidated financial statements include the ac-
counts of Emerson Radio Corp. (“the Company”), its
wholly-owned subsidiaries, and Cardiac Resuscitator Corpo-
ration (“CRC”) which is 71% owned in 1985 and 1984 and
74% owned in 1983. All significant intercompany transactions
have been eliminated. Effective October 1, 1982, the ac-
counts of CRC have been inciuded in the consolidated finan-
cial statements of the Company. CRC was previously ac-
counted for under the equity method. The change was made
due to the increased significance of CRC’s balance sheet to
the consolidated financial position of Emerson Radio Corp.
This change had no effect on net earnings for any period.

The investment in Imatron Inc., is carried at equity and the
Company’s proportionate share of Imatron’s undistributed in-
come or losses are charged or credited to income.
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NATIONAL PRESTO INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS
A (In Part): Summary of Significant Accounting Policies:

Principles of Consolidation: The consolidated financial
statements include the accounts of National Presto Indus-
tries, Inc. and its subsidiaries all of which are wholly-owned.
All material intercompany accounts and transactions are
eliminated.

SMITHKLINE BECKMAN CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS
1 (In Part): Summary of Significant Accounting Policies
Principles of Consolidation
The consolidated financial statements include the ac-

counts of SmithKline Beckman Corporation, all of its sub-
sidiaries and its controlled joint venture in Japan.

The accounts of foreign subsidiaries are included for their
fiscal years ended within two months of the Company’s year
end. Intercompany accounts and transactions are eliminated
in consolidation.

All Significant Subsidiaries Consolidated
FISCHBACH CORPORATION (SEP)

NOTES TO FINANCIAL STATEMENTS

1 (In Part): Summary of Significant Accounting Policies

Principles of Consolidation—The accompanying consoli-
dated financial statements include the accounts of all signifi-
cant domestic and foreign subsidiaries. All significant inter-
company accounts and transactions are eliminated.

5. Foreign Operations

Summarized information relating to foreign operations is as
follows: :

(In thousands) 1985 1984
Revenues from completed contracts and

other operations ............cc..cueeenenns $17,204 $21,406
Income before income taxes................ 2,139 3,407
Federal and foreign income taxes.......... 958 1,758
Net Income .....oevviiiiniiiiiiiininennens 1,181 1,649
Total aSSets .....ceueenrnirieniiriirenineenans 27,091 30,100
Total liabilities ...........ccccevvneennennnnne. 11,607 12,609

Finance-Related Subsidiaries Not Consolidated

KERR-McGEE CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS

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

The accounts of all subsidiary companies that are more
than 50-percent owned, except for Kerr-McGee Credit Cor-
poration and its subsidiaries, all of which are engaged in
financing and leasing activities, are included in the consoli-
dated financial statements. Investments in affiliated com-
panies that are 10-percent to 50-percent owned and Kerr-
McGee Credit Corporation are carried in the “Investments
and Other Assets” caption of the Consolidated Balance
Sheet at cost adjusted for equity in undistributed earnings.
Changes in equity in undistributed earnings are included in
the Consolidated Statement of Income. All material inter-
company transactions have been eliminated.

THE MEAD CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS

A (In Part): Accounting Policies

Consolidation. The accompanying statements include the
accounts of all significant domestic and overseas packaging
subsidiaries, all of which are wholly-owned. Jointly-owned
companies, partially-owned foreign operations and insurance
subsidiaries are stated at cost plus the company’s equity in
their undistributed net earnings since acquisition. All signifi-
cant intercompany transactions are eliminated.

D (In Part): Other Assets
(All dollar amounts in millions)

Mead's insurance activities are conducted by Mead Reco,
a wholly-owned subsidiary that operates primarily in the rein-
surance market.

(All dollar amounts in millions)
December 31 1985 1984

Total ASSEts ...vvvirineneieineiiiieenenens $175.6 $143.4
Claim reserves.......coceveeereneneenenenenens (122.3) (95.9)
Other liabilities.......c.cccvvvevivevenenannne. (28.1) (21.0)
Equity in insurance activities ............... $ 25.2 $ 26.5
Year Ended December 31 1985 1984 1983
Net premiums earned ................... $68.1 $50.5 $32.4
Investment and other revenue—net ... 14.3 14.2 18.1
Costs and expenses .................ouu. (90.6) (83.2) (45.7)
Earnings (loss) before income taxes ... 8.2) (18.5) 4.8
Income taxes (benefit) .................. (5.0) (4.3) 2.0
Net earnings (10SS) ........coeevnenenen.. $(3.2) $(14.2) $ 2.8

Insurance subsidiaries of Mead Reco entered into an
agreement to reinsure $35 million of potential claims over
$80 million on all business written and assumed related to the
1983 and prior policy years. These subsidiaries recorded in-
surance recoveries under this agreement resulting in a net
reduction of costs and expenses of $4.0 million and $5.0
million in 1985 and 1984, respectively, and $19.6 million (net
of contract cost of $6.4 million) in 1983. Payments by the
assuming company to the insurance subsidiaries begin no
earlier than 1994.

Insurance activities in 1984 included an accrual for loss on
the disposition of the company’s foreign reinsurance opera-
tions which reduced earnings before tax and net earnings by
$9.0 million.
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PFIZER INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Summary of Significant Accounting Policies (In Part)

The consolidated financial statements include the ac-
counts of Pfizer Inc. and all significant subsidiaries except for
its financial subsidiaries. Because of the nature of these op-
erations, the accounts of these companies are not consoli-
dated, but their earnings are included in “Other income” in
the Consolidated Statement of Income under the equity
method of accounting. Material intercompany transactions
are eliminated.

Financial Subsidiaries

During the fourth quarter of 1985, the Company incorpo-
rated and began operations of a wholly-owned offshore bank-
ing subsidiary (Pfizer International Bank). Combined financial
data as of November 30, 1985 applicable to the Bank, as well
as a small captive, offshore insurance company (Kodiak),
which was formed in a prior year, are presented below:

Condensed Balance Sheet

(millions of dollars) 1985
Cash and inferest bearing deposits .................... $315.7
Investment securities, at cost...................eeee. 266.5
Loans and other assets............cccevvvieeinininnnnnn. 55.7

Total ASSETS .vvverivvrenenineniiieeeeneeienenenes $637.9
Time deposits and other liabilities ..................... $ 27.0

Shareholder's equity........ccoocvvivniiiniiniinnennn.n. 610.9

Total liabilities and shareholder’s equity ........... $637.9
Condensed Statement of Income
(millions of dollars) 1985
Net interest inCome.........c.oeeevinieiiiinininineninen, $5.5
Other eXpenses ..........cevvvveviieninininirinininienens 1.1
Net income ......ccevvveeniiiiiiiiiiiiieaeee, $4.4

Foreign Subsidiaries Not Consolidated

AMERICAN HOME PRODUCTS CORPORATION
(DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

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

Principles of consolidation: The accompanying consoli-
dated financial statements include the accounts of the Com-
pany and its subsidiaries with the exception of those sub-
sidiaries described in Note 3 which are accounted for on a
cash basis.

3. Provision for Impairment of Investment in Certain
Foreign Locations:

In 1984, the Corporation recorded a charge of $50,000,000
recognizing the impairment of its investment in its sub-
sidiaries in South America, except for its investment in Brazil.
The provision was made after determining that the continued
imposition of constraints such as dividend restrictions, ex-
change controls, price controls and import restrictions in
these countries so severely impede management’s control of
the economic performance of the businesses that continued

inclusion of these subsidiaries in the consolidated financial
statements is inappropriate. The Company is continuing to
operate these businesses, which for the most part are self-
sufficient; however, the investments have been deconsoli-
dated and earnings are recorded on a cash basis. Net sales
from these operations aggregated $97,790,000, $95,084,000,
and $100,845,000 in 1985, 1984 and 1983, respectively. Net
income included in the consolidated statements of income
was approximately $2,200,000 for 1985 and approximately
$2,000,000 for 1984 and 1983.

Subsidiaries To Be Spun Off Not Consolidated

ALLIED-SIGNAL INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
(Dollars in millions except per share amounts)

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

Consolidated financial statements include the accounts of
Allied-Signal Inc. and all majority owned significant sub-
sidiaries, except for operations to be distributed to share-
holders (see Note 3 of Notes to Financial Statements). The
Company is the successor to Allied Corporation (Allied)
which acquired The Signal Companies, Inc. (Signal) in a
combination which became effective on September 19, 1985.

Note 3 (In Part): Investment in the Henley Group

The Board of Directors has authorized management to
proceed with the formation of a new company, The Henley
Group, Inc., and the subsequent distribution of 70 percent of
Henley stock to the Company’s shareholders. Henley will
consist of 35 businesses which are no longer consistent with
the Company’s strategic focus on value-added, high technol-
ogy products and markets.

In connection with the distribution, the Company has
agreed, subject to certain conditions, to provide support ar-
rangements to Henley, including cash advances and finan-
cial, contract performance and project completion guaran-
tees.

The Company’s investment in Henley is reflected in the
consolidated financial statements on the equity method of
accounting for all years presented. Prior years’ financial
statements have been restated accordingly.

Selected financial data for Henley are summarized below:

Years ended December 31 1985 1984 1983
Net sales .......ooeeviivviinniiiinenenns $1,845 $1,320 $1,233
Cost of goods sold....................... 1,577 1,092 1,004
Net income (10SS)......cecevevevninennnn. (66)(a) (23) 3(b)
December 31 1985 1984
Assets:
Current assets .......oeveeereenennnnnnnn. $ 815 §$ 367
Property, plant and equipment-net..... 706 462
Other assets........cccveeviieeiininnnns. 2,520(c) 366
$4,041  $1,195

Liabilities and Group Equity:

Current liabilities ................c.ce...t $1,199 $ 157

Long-term debt...............coeiiiinl 25 14
Other ligbilities..........cccoceveveinnen. 197 74
Group equity «.oovvneeriiiiiiiiees 2,620 950

$4,041  $1,195
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(a) Includes a nonrecurring charge of $47 million (after tax loss of
$41 million) relating to streamlining and the write-down to realizable
value of operations to be sold.

(b) Includes $3 million for the cumulative effect of the change in
method of accounting for investment tax credits from the deferral to the
flow-through method, effective January 1, 1983.

(c) Includes majority owned investments in leasing, financing, real
estate and refuse-to-energy operations on an equity basis and cost in
excess of net assets of acquired companies.

Subsidiary Not Consolidated Because Control
Temporary

AEL INDUSTRIES, INC. (FEB)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Summary of Significant Accounting Policies

Principles of Consolidation. The consolidated financial
statements include the accounts of the Company and its
wholly-owned subsidiaries. Intercompany accounts and
transactions have been eliminated in consolidation. The
Company owns 58.7% of Elisra Electronic Systems Ltd. and
accounts for its investment therein by the equity method (see
Note 4).

4. Investment In Unconsolidated Subsidiary

On November 29, 1984 the Company acquired additional
capital stock of Elisra Electronic Systems Ltd. (ELISRA). The
Company previously owned 37% of the capital stock of
ELISRA and accounted for this investment by the equity
method. The additional investment in ELISRA’s capital stock
was purchased for $4,111,000, and $1,200,000 represents
goodwill which is being amortized over ten years. The Com-
pany now owns 58.7% of the voting stock of ELISRA and has
effective control of this investment. However, control is
deemed to be temporary and a continuation of the equity
method of accounting is considered appropriate because of
the Company’s intent to sell or exchange the ELISRA stock.
Disposition is expected to occur within the next two to four
years. In applying the equity method in annual reporting
periods, the Company has used the financial statements of
ELISRA for its fiscal year ended December 31. At February
22, 1985, the cumulative undistributed earnings of ELISRA
included in the Company’s consolidated balance sheet are
$2,865,000.

Summarized financial information of ELISRA is as follows:

December 31,

1984 1983

(Dollars in thousands)

Current asSets ......ovevveninienininiiiieininnans $44,174 $34,841
Noncurrent assets ...........ccevivviiiininnnnn. 11,089 8,659
$55,263 $43,500

Current liabilities ..............cccooivininnnnen.. $32,291 $25,746

Noncurrent liabilities ............................ 8,606 7,839
Shareholders’ equity...........c....ccccoonnie. 14,366 9,915

$55,263  $43,500

Year Ended December 31,
1984 1983 1982
(Dollars in thousands)

SAlES ..cuenieieiie e $54,995 $45,729 $40,170
Operating costs and expenses.......... 48,534 41,568 37,101
Other income (expense), net........... (310) 75 (1,287)

6,151 4,236 1,782
Income tax provision.................... 1,700 1,746 824
Net iNCOME ..vvnniniiieiieneeeeeienenes $ 4,451 $ 2,490 $ 958

Net foreign exchange transaction gains (losses) were
$112,000, $529,000 and $(1,236,000) for the years ended
December 31, 1984, 1983, and 1982, respectively. These
amounts are included in other income (expense), net.

Fiscal Period Of Foreign Subsidiaries Changed

ALLEGHENY INTERNATIONAL, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

1 (In Part): Summary of Significant Accounting Policies

Basis of Consolidation. The consolidated financial
statements include the accounts of Allegheny and its sub-
sidiaries with the exception of wholly-owned finance, insur-
ance and real estate development subsidiaries (see page
16). Prior to 1985, foreign subsidiaries were consolidated
generally on the basis of a November 30 year-end. During
1985 Allegheny began consolidating its non-U.S. operations
on a coterminous basis, the effect of which was immaterial to
1985 operating results. All significant intercompany transac-
tions are eliminated.

Investments in unconsolidated affiliated companies are
carried at cost plus equity in undistributed earnings since
acquisition.
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TABLE 1-10: BUSINESS COMBINATIONS

1985
Poolings of Interests
Prior year financial
statements restated ...... 10
Prior year financial
statements not restated.. 14
Total .oeeeeeeeeeeereeeerenens 24
Purchase Method................. 200

1984

12

1
23
194

1983

n

15
26
154

1982

N

13
24
145

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 combi-
nation. A business combination which meets specified
conditions requires accounting by the pooling of inter-
ests method. A new basis of accounting is not permitted
for a combination that meets the specified conditions,
and the assets and liabilities of the combining com-
panies are combined at their recorded amounts. All other
business combinations should be accounted for as an
acquisition of one or more companies by a corporation.
The cost to an acquiring corporation of an entire ac-
quired company should be determined by the principles
of accounting for the acquisition of an asset. That cost
shouid then be allocated to the identifiable individual as-
sets acquired and liabilities assumed based on their fair
values; the unallocated cost should be recorded as
goodwill.

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

Table 1-10 shows that in 1985 the survey companies re-
ported 24 business combinations accounted for as a pooling
of interests of which 14 such business combinations did not
result in a restatement of prior year financial statements.
Those companies not restating prior year financial
statements for a pooling of interests usually commented that
the reason for not doing so was immateriality.

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

POOLINGS OF INTERESTS

HUGHES SUPPLY, INC. (JAN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 7—Business Combination:

On September 24, 1985, the Company acquired all the
common stock of Carolina Pump & Supply Corp. in exchange
for 134,145 shares of the Company’'s common stock.
Carolina is a wholesale distributor of water and sewer prod-
ucts and pump and irrigation equipment and supplies, with
eleven sales outlets in North and South Carolina. The busi-
ness combination has been accounted for as a pooling of
interests and, accordingly, the consolidated financial
statements for periods prior to the combination have been
restated to include the accounts of Carolina. Carolina’s pre-
vious financial results have been restated from a calendar
year to the Company’s January fiscal year, the effect of which
was immaterial.

The following table shows the effect on results of opera-
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tions for the periods prior to the combination:

Six Months

Ended

July 31, 1985

(Unaudited): Sales
The COmMPANY......ceieiiieiiiieiieeeaeenenes $143,050,110
Caroling.....cccieieiniiiiiiiiiiii e 14,909,613
Combined.......covineririniniiiiierreeneenenes $157,959,723
Fiscal Year

Ended

January 25, 1985 Sales
The Company (as previously reported) ............ $285,454,791
Caroling.....oeeveieerinin e 25,014,863
Combined........coeuveniniiiiiiiiiee e $310,469,654
Fiscal Year

Ended

January 27, 1984 Sales
The Company (as previously reported) ............ $237,240,176
€Caroling......cooeeiiiieiiiii e eeeenen 19,438,262
Combined........oooniniiiiiiieen $256,678,438

There were no transactions between the Company and
Carolina prior to the combination.

QUAKER STATE OIL REFINING CORPORATION
(DEC)

NOTES TO FINANCIAL STATEMENTS
2 (In Part): Acquisitions:

In November 1985, the Company acquired Quaker State
Minit-Lube, Inc., formerly Arctic Circle, Inc., (Minit-Lube), an
operator of fast-service automobile lubrication centers and
fast food restaurants. The transaction was effected through
the exchange of 1,425,000 shares of Capital Stock of the
Company for all the issued and outstanding shares of Minit-
Lube and has been accounted for as a pooling of interests.
The consolidated statements, including earnings per share,
have been restated for 1984 and 1983 to include the balance
sheets and results of operations of the Minit-Lube fiscal years
ended March 31, 1985 and 1984. To reflect the change in
Minit-Lube’s fiscal year to conform to that of the Company,
consolidated retained earnings in 1985 has been charged for
$322,000, representing Minit-Lube’s net income on sales of
$7,446,000 for the three months ended March 31, 1985.
Separate Company financial information is presented below.

Nine months ended
September 30, 1985

(in thousands) (unaudited)
Sales and Operating Revenues:

Quaker State .........ccoveieinininiiiinne $721,930
Minit-Lube....eveveniininiiiiiiiieienne 25,392
Combined..........ccoovvviniiiiiniiiinene, $747,322
Net Income:

Quaker STate ......vvveniieniiiieien $ 32,022
Minit-Lube.........ooviiiiiiiii 1,319
Combined.........ccovvviiiiiiiiiiiiiinnn $ 33,341

Net
Income

$2,996,188
340,414
$3,336,602

Net
Income

$6,327,120
496,461
$6,823,581

Net
Income

$5,438,458
434,378
$5,872,836

1984

$924,630
28,809

$953,439

$ 17,756
1,375
$ 19,131

Net
Income
Per
Share

$ .94

$1.01

Net
Income
Per
Share

$2.02

$2.09

Net
Income
Per
Share

$1.85

$1.9

Year ended
December 31,
1983

$902,690
24,127

$926,817

$ 36,574
890

$ 37,464

Average
Number

of Shares
Outstanding

3,191,457

3,325,602

Average
Number

of Shares
Outstanding

3,127,847

3,261,992

Average
Number

of Shares
Outstanding

2,943,392

3,077,537

39
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ANALOGIC CORPORATION (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2. Business combination:

In May 1985, the Company issued approximately 485,000
shares of its common stock for all of the outstanding common
stock of 3H Industries (3H), a manufacturer of electronic test
equipment. This acquisition has been accounted for as a
pooling of interests and, accordingly, the consolidated finan-
cial statements for three years ended July 31, 1985 have
been restated for the period prior to the acquisition to include
the accounts and operations of 3H.

Separate results of operations of the combined entities are
as follows:

Nine months Year ended
ended July 31,
April 30, 1985 1984
(Unaudited)
Net sales:
Analogic ......ccceviiiiiiiins $93,632,153 $141,311,783
BH. e s 4,857,000 6,665,000
Less intercompany sales ................. (183,962) (64,874)
Combined.........cccooviiiiiiiiiininn. $98,305,191 $147,911,909
Net income:
Analogic ..........veviniiiiiiieeennn, $ 6,004,477 $ 16,506,310
BH. e 801,000 (62,000)
Combined........c.ovvvvviiniiineaenannn., $ 6,805,477 $ 16,444,310

RUBBERMAID INCORPORATED (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in thousands except per share amounts)

2 (In Part): Acquisitions

In December 1985, 2,266,449 Common Shares were is-
sued in exchange for all the outstanding Common Shares of

Gott Corporation, a manufacturer of insulated chests, bever-
age coolers and other molded plastic products.

The acquisition has been accounted for as a pooling of
interests, and accordingly the accompanying financial infor-
mation has been restated to include the accounts of Gott
Corporation for all periods presented. Gott Corporation finan-
cial information included in the accompanying consolidated
financial statements has been converted from a fiscal year
ending September 30 to the Company’s calendar year basis
of reporting.

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

Eleven months

Year ended
July 31,
1983

$128,804,901
4,683,000

$133,487,901
$ 15,093,893

(922,000)
$ 14,171,893

Years ended

ended December 31
November 30, 1985 1984 1983
Net sales:

Rubbermaid.........ccovvininiiiiiiiiieeeeeaene, $570,337  $566,429  $479,584
(671 1 I P PP PPt 55,996 42,706 32,124
Combined........ouvniiiiniiiiiieie e $626,333  $609,135 $511,708

Net earnings:
Rubbermaid........ccovveviiiniiiii $ 50,466 $ 46,870 $ 39,575
(7,1 SRR 3,358 2,558 2,222
Combined.......ccvvniniiiiiiiiiiiiie e nenaes $ 53,824 $ 49,428 $ 41,797
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PURCHASES

BOBBIE BROOKS, INCORPORATED (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note D—Acquisition

On November 1, 1985, the Company acquired for
$4,000,000 all of the outstanding common stock of Main Line
Fashions, Inc., a manufacturer of women’s coats and outer-

wear. Additional consideration, not to exceed $4,000,000,
may be paid on a five year earnout formula.

The acquisition has been accounted for as a purchase and,
accordingly, the original purchase price was allocated to as-
sets and liabilities acquired based upon their fair value at the
date of acquisition. The excess of the purchase price over the
fair value of net assets acquired ($843,000) has been allo-
cated to intangible assets. Additional consideration under the
earnout formula will increase intangible assets if earned and
paid.

The Company’s financial statements for the eight month

period ended December 31, 1985 include the results of oper-
ations of Main Line Fashions since November 1, 1985.

The following summarizes the unaudited consolidated pro
forma results of operations, assuming the acquisition had
occurred at the beginning of each of the following periods:

Eight Months Ended Year Ended
December 31, 1985 April 27, 1985

(000’s except per share amounts)

Net sales ..................... $43,400 $83,900
Net 10SS.....cvvenennnnnnnnn. (5,600) (120)
Net loss per share........... (.90) (.02)

CMI CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2. Acquisition

On October 1, 1985, the Company acquired all of the out-
standing capital stock of RayCo, Inc. and its wholly-owned
subsidiary, R.G.B.A. Albaret Industries S.A. (RayGo), for

$7,500,000. RayGo builds a broad line of soil and road com-
paction equipment.

The RayGo shareholders received from the Company
468,000 shares of common stock with a fair market value of
$3,534,000; 4,800 shares of 7% Series B Preferred Stock
with a fair market value of $3,766.000; and a $200,000 note
due December 31, 1985. The preferred stock is more fully
described in note 6 of the notes to consolidated financial
statements “Redeemable Preferred Stock.”

RayGo's assets, liabilities and results of operations since
October 1, 1985, are included in the accompanying consoli-
dated financial statements. The acquisition has been ac-
counted for as a purchase and the purchase price has been
assigned to the net assets acquired based on the fair value of
such assets and liabilities at date of acquisition. The excess
of cost over the net tangible assets acquired of $2,581,000 is
included in deferred charges and other assets in the accom-
panying balance sheet and is being amortized over 25 years
on a straight-line basis.

The following unaudited pro forma combined results of op-
erations for the years ended December 31, 1985 and 1984,
each give effect to the acquisition of RayGo as though it had
occurred at the beginning of the year, with adjustments
primarily attributable to the amortization of the excess of cost
over the net tangible assets acquired.

(In thousands, except per share) 1985 1984
Net sales .......ooeviviiiiiiiiiiiiiiiinn. $172,838 $147,298
Earnings (loss) from continuing operations 467 (3,171)
Net €arnings .........ccoeeevnvininiinnnnnnn. 5,823 7,745
Earnings (loss) per common share:

Continuing operations .................... — (.29)

Discontinued operations.................. (.03) (.06)

Extraordinary items....................... .42 .93
Net earnings (loss) per common share ....  § 39 0% .58

BEATRICE COMPANIES, INC. (FEB)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

4 (In Part): Business Realignment

Beatrice is undergoing a long-term Business Realignment
program to organize its operations along marketing lines.
This program includes acquisitions of new companies, dives-
titures of businesses that do not fit the strategic direction of
Beatrice, a corporate identity marketing program and reor-
ganizations of management and corporate structures.

Acquisitions Effective June 1984 Beatrice acquired Es-
mark, Inc. (“Esmark”) for cash of approximately $2.7 billion,
including related expenses. Esmark, through its subsidiaries,
operates primarily in the food, consumer products, and vehi-
cle rental industries. Beatrice has accounted for the Esmark
acquisition as a purchase. Esmark’s net assets are included
in the accompanying consolidated balance sheet at values
representing a preliminary allocation of the purchase cost to
such net assets. The excess of purchase cost over the pre-
liminary valuation of the net tangible assets is reflected as
Unallocated Purchase Cost and is being amortized over 40
years using the straight-line method. The preliminary pur-
chase cost allocation is subject to change when additional
information concerning asset and liability valuations is ob-
tained. Therefore, the final allocation will probably differ from
the preliminary allocation. The preliminary allocation, in mil-
lions, is summarized as follows:

CUMTENt QSSETS ..vevivirirenierarereneereeneneeneneneaareenenns $2,463
Current liabilities ........ccovvveiiiiiiiiii e (1,757)
Working capital ...........cccoooiiiiiiii 706
Property, plant and equipment ...........c..covvnvininninnn.. 854
Unallocated purchase cost ...........covveieiiiiininencinennn. 1,958
Investments in dffiliated companies......................... .. 141
Other noncurrent ASSetS........coevevrveerieerreenenecninaoenes 217
Long-term debt..........cccoeviiiiiininiiiniii (879)
Deferred items and other noncurrent liabilities ............... (289)
$2,708

Results of Esmark operations are included in the statement
of consolidated earnings for the last eight months of fiscal
1985. Unaudited pro forma results of operations, assuming
the acquisition of Esmark had occurred at the beginning of
fiscal 1984, are presented below. In addition to purchase
accounting and acquisition financing adjustments, pro forma
adjustments include the effects of the exchange of prefer-
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ence stock for previously outstanding debt (note 8), the re-
purchase of common shares (note 9), and the divestitures
and other realignment activities discussed below, as if each
had occurred at the beginning of fiscal 1984. The pro forma
adjustments are based upon available information and upon
certain assumptions and estimates which Beatrice believes
are reasonable in the circumstances. Pro forma results of
operations are as follows:

(In millions except per share data) 1985 1984
As reported:
Net sales .o.ouevvveiiiniiiiii it $12,595 $ 9,327
Net earnings ...........ccooveiiiiiniiniinnna, $ 479 $ 433
Less Business Realignment income, after-tax. (220) 99)
Net earnings, exclusive of Business Realign-

ment iNCOME «..vvenenrenineinininieeinenne, $ 259 ¢ 334
Per share:

Primary ....ccoevviieiiiiiniiiieeene $ 266 $ 3.23

Fully diluted ........cceevvvnenieniinnn.e, $ 259 $ 3.08
Pro forma (unaudited):
Net sales ......ooeeerineiiiiiiiiiiinieeens $12,219 $11,666
Net earnings, exclusive of Business Realign-

MeNt INCOME .evvvverenrineiriririninenienenens $ 216 $ 226
Per share:

Primary .....cocoeiiiiiiiia $ 215 §$ 2.28

Fully diluted .........coovvveiiiininininnne $ 2.10 $ 2.22

Pro forma information does not purport to be indicative of
the results that actually would have been obtained if the
combined operations had been conducted during the periods
presented and is not intended to be a projection of future
results.

In fiscal 1985, 1984 and 1983 Beatrice acquired several
other businesses, the revenues and net earnings of which did
not significantly affect consolidated results.

DRESSER INDUSTRIES, INC. (OCT)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note C—Acquisitions

During 1985, the Company purchased the net assets and
businesses of certain divisions of the McGraw-Edison Com-
pany for approximately $243.0 million including $45.3 million
of accounts receivable which are paid for when collected.
The acquisitions were made under separate transactions
which were effective as of November 1, 1984 (Turbodyne
Division), February 15, 1985 (Worthington and Masoneilan
Divisions) and April 8, 1985 (Mechanical Repair Centers).
The acquisitions were accounted for as purchases and, ac-
cordingly, the accompanying consolidated statement of earn-
ings includes their results of operations since the dates of
acquisition. The acquisition cost exceeded the fair value of
net assets acquired by approximately $17.0 million which has
been recorded as goodwill to be amortized on a straight-line
basis over ten years (See Note F). The following table sum-
marizes the unaudited pro forma results of operations for the
years ended October 31, 1985 and 1984, as if the acquisi-
tions had been consumated on November 1, 1983. The pro
forma results do not necessarily reflect what would have oc-
curred if the acquisitions had been made on November 1,
1983 or of results that may occur in the future.

In millions, except per share amounts 1985 1984
Sales and service revenves................. $4,268.1 $4,326.5
Net earnings (l0sS) -.....ccceveeencinnenenn. (203.2) 81.8
Earnings (loss) per common share ......... (2.67) 1.05

Effective June 1, 1984, the Company purchased the
WABCO construction and mining equipment assets and bus-
iness of American Standard, Inc. for approximately $66.3 mil-
lion. The pro forma effect of this acquisition would not be
significant to either 1984 or 1983 operations. The fair value of
the net assets acquired from American Standard, Inc. was in
excess of the acquisition cost which eliminated the amount
otherwise assignable to property, plant and equipment.

MONSANTO COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

Principal Acquisitions

In August 1985, Monsanto acquired G. D. Searle & Co. for
$2,754 million. Searle researches, manufactures and distrib-
utes prescription pharmaceutical products and aspartame-
based, low calorie sweetener products. The acquisition of
Searle was accounted for using the purchase method, and
Searle’s assets and liabilities have been recorded at their
estimated fair values at the date of acquisition. The excess of
the purchase price over the fair value of the identifiable net
assets acquired ($582 million) is being amortized on a
straight-line basis over 40 years. Searle’s results of opera-
tions have been included in the Statement of Consolidated
Income from August 1985.

The following table presents unaudited, pro forma operat-
ing results as if the acquisition of Searle and the sales of
certain assets (described below) had occurred on January 1,
1985 and 1984.

1985 1984

Net sales ......ooeeuveeniineiiininienineanns $7,150 $7,469

Net income (l0SS) ...vvvveeeeeienneininnnnn.. (136) 331
Earnings per share, after extraordinary

(111 PO (1.77) 4.09

The pro forma operating results include Searle’s results of
operations for the indicated years, less increased amortiza-
tion of intangible assets, increased interest expense on the
acquisition debt, and related income tax effects. In addition,
the pro forma results reflect lower interest expense that
would have resulted from using the net proceeds from certain
sales of assets to reduce debt, as if those transactions had
occurred on January 1 of the years presented. Asset sales
include the sale of Searle’s investment in Pearle Health ser-
vices, Inc. and Searle’s nonprescription pharmaceuticals bus-
iness; and Monsanto’s oil and gas business, the Seal Sands,
United Kingdom plant and certain other assets. The gross
sales proceeds from these transactions were $1,612 million.
Where determinable, the operating results associated with
the above described assets have been eliminated from the
pro forma data presented above. Nonrecurring gains and
losses from the sales of these assets have been excluded
from the pro forma operating resulits.

The pro forma operating results do not purport to present
Monsanto’s actual operating results had the acquisition of
Searle and the other transactions referred to above occurred
on January 1 of the years presented, nor to present Monsan-
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to’s consolidated operating results for any subsequent
period.

In 1983, Monsanto purchased for $178 million the minority
interest in Fisher Controls International, Inc. (FCII), increas-
ing the Company’s ownership to 100 percent from the previ-
ous 6672 percent. The excess purchase price above FCIi’'s
net assets attributable to the minority interest was $81 mil-
lion, which is being amortized on a straight-line basis over 20
years.

PENNWALT CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

3. Turco-Purex Acquisition

In December 1985, the Company acquired the Turco-
Purex industrial business of Purex Industries Inc. (“Turco-
Purex”) for $34,500,000 in cash. Turco-Purex is a manufac-
turer of industrial cleaning products and aircraft maintenance
chemicals and cleaners. The acquisition has been accounted
for as a purchase transaction and the balance sheet of
Turco-Purex has been consolidated with that of the Company
effective December 31, 1985. No operating results of
Turco-Purex are included in the Company’s consolidated fi-
nancial statements.

The purchase price was based on a preliminary determina-
tion of the net assets of Turco-Purex and may be adjusted
subsequently upon final determination of such amount. The
excess of the cost over the fair value of the net assets ac-
quired is approximately $9,000,000 which will be amortized
on a straight-line basis over 40 years or $225,000 annually.
(Additionally, amortization of the Company’s existing goodwill
resulting from previous acquisitions amounted to approxi-
mately $225,000 in each of the years 1985, 1984 and 1983.)

Pro forma results of the Company’s operations, assuming
the acquisition had occurred at the beginning of 1984, are
shown in the following table. These pro forma results have
been prepared for comparative purposes only and do not
purport to be indicative of what would have occurred had the
acquisition been made at the beginning of 1984, or of results
which may occur in the future.

1985 1984

(Millions of Dollars Except
Per Share Amounts)

(Unaudited)
Net sales .......ccoevviiinenninnnnne. $1,071.5 $1,042.2
Earnings from continuing operations 12.7 46.8
Net earnings (loss) .................. (18.2) 47.3
Per share:
Earnings from continuing opera-
HONS «eeeiieiiieiieeeeens $ .20 $ 3.4
Net earnings (loss) ............... (2.65) 3.45

CORPORATE REORGANIZATIONS
AMERICAN BRANDS, INC. (DEC)

NOTES ACCOMPANYING FINANCIAL STATEMENTS
Reorganization

Pursuant to a plan of reorganization, effective January 1,
1986, American Brands, Inc., a New Jersey corporation
(“American New Jersey”), which was the publicly-held parent
corporation for the American Brands group of companies,
was merged into a subsidiary of American Brands, Inc., a
Delaware corporation (“American Delaware”), with the result
that the shares of stock in American New Jersey were con-
verted into shares of stock in American Delaware and Ameri-
can Delaware became the new publicly-held parent corpora-
tion for the American Brands group of companies. The trans-
action had no effect on the financial statements.

CLEVELAND-CLIFFS INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Accounting Policies (In Part)

Reorganization of Corporate Structure: Effective July 1,
1985, pursuant to a Plan and Agreement of Merger previ-
ously approved by the shareholders of The Cleveland-Cliffs
Iron Company (Cliffs), a reorganization of Cliffs was effected
by which the shareholders of Cliffs became shareholders of
Cleveland-Cliffs Inc., a newly created holding company, on a
share for share basis and Cliffs became a wholly-owned sub-
sidiary of Cleveland-Cliffs Inc.

PHILIP MORRIS COMPANIES INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Reorganization:

At the annual meeting held on April 25, 1985, the share-
holders of Philip Morris Incorporated (PMI) approved a reor-
ganization of PMI pursuant to a Plan of Exchange (the
“Plan”) between PMI and the company. Pursuant to the Plan,
which became effective on July 1, 1985, the corporate
framework through which the operations of PMI were con-
ducted was restructured, with the company becoming the
publicly-held parent of PMI and the holders of PMI's common
stock becoming the holders of the company’s common stock.
Under the Plan, one share of the company’s common stock
was exchanged for each share of PMI's common stock.

The exchange has been accounted for in a manner similar
to a pooling of interests and the consolidated results of the
company for the periods prior to July 1, 1985 reflect the con-
solidated results of PMI. The reorganization had no effect on
previously reported financial data.
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CONTINGENCIES AND COMMITMENTS

Statement of Financial Accounting Standards No. 5 de-
fines a contingency as “an existing condition, situation, or set
of circumstances involving uncertainty as to possible gain or
loss to an enterprise that will ultimately be resolved when one
or more future events occur or fail to occur.” SFAS No. 5,
supersedes Accounting Research Bulletin No. 50 as the au-
thoritative pronouncement on accounting for and reporting
loss contingencies but reaffirms the provisions of ARB No. 50
that apply to gain contingencies and to commitments.

Table 1-11 summarizes the various contingencies and

commitments (except leases which are summarized in Table -

2-28) disclosed in the 1985 annual reports of the survey
companies. The balance sheets of 186 survey companies
showed a caption, without an amount, for contingencies
and/or commitments. As indicated in Table 1-11, 24 survey
companies disclosed that they were self insured either as a
result of company policy or because of not being able to
obtain adequate insurance.

Examples of contingency and commitment disclosures fol-
low. Additional examples of disclosures concerning sales of
receivables with recourse and obligations to maintain work-
ing capital or restrict dividends are presented in connection
with Tables 2-6 or 2-26, respectively.

LOSS CONTINGENCIES

Litigation
AMCAST INDUSTRIAL CORPORATION (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Contingencies

On December 11, 1984, a class action suit was filed by the
United Electrical, Radio and Machine Workers of America, its
local Union 765, and certain retired bargaining unit em-
ployees. The action stems from the closing of the GHR Divi-
sion, Dayton, Ohio, in January 1983. Plaintiffs are seeking
retroactive reinstatement of medical and life insurance bene-
fits and an early retirement supplement, all of which were
discontinued when the collective bargaining agreement ex-
pired in June 1983. In addition, the plaintiffs are seeking $10
million in punitive damages and $5 million related to mental
and emotional distress. Management believes these claims
are without merit and the outcome of this case will not mate-
rially affect the financial position of the company.

In June 1985, a class action suit was filed on behalf of
certain retired employees of the Ironton Division. The plain-
tiffs allege defendant's breach of contract relating to their
medical and life insurance benefits. Plaintiffs are seeking
reinstatement of benefits for the remainder of their lives
which were discontinued on the day of the plant closing. The
plaintiffs are seeking $35 million of compensatory damages
and $40 million for punitive damages. Management believes
these claims are without merit and the outcome of the case
will not materially affect the financial position of the company.

The company is subject to other legal proceedings and
claims which arise in the ordinary course of its business. In
the opinion of management, the amount of ultimate liability
with respect to these actions will not materially affect the
financial position of the company.

TABLE 1-11: CONTINGENCIES AND
COMMITMENTS

Number of Companies
1985 1984 1983 1982

Loss Contingencies

Litigation ..........ccceunenee. 347 339 340 341
Guarantee of indebtedness.. 127 118 121 125
Other guarantees ............ 45 42 42 54
Sale of receivables with re-

COUISE .ovvrenenrnrnnnenns 95 85 75 83
Possible tax assessment .... 68 65 74 69
Government regulations..... 52 40 39 43
Insurance .................... 24 N/C N/C N/C
Letters of credit.............. 19 17 24 N/C
Renegotiation of government

contracts............ceuenn. 6 7 6 7
Other—described ........... 30 24 30 22

Gain Contingencies
Operating loss carryforward 169 135 131 127
Investment credit carryfor-

ward ....oceieiiienn 150 121 123 115
Plaintiff litigation ............ 22 19 28 24
Other—described ........... n 3 5 4
Commitments
Dividend restrictions......... 398 413 418 434
Plant expansion.............. 87 89 97 103
Purchase agreements........ 70 66 63 57
Hedge contracts.............. 59 N/C N/C N/C
Employment contracts ....... 26 29 22 19
Additional payments in con-

nection with an acquisi-

fON. . 22 10 14 10
Sale agreements............. 19 7 1 16
Other—described ........... 33 27 24 12

N/C—Not Compiled.

AMERICAN MEDICAL INTERNATIONAL, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Commitments and Contingencies (In Part):

In December 1983, the Company was served with a law-
suit by the former owners of the Raleigh Hills chain of al-
coholism treatment centers, concerning the aborted pur-
chase of the chain by the Company. In March 1983, the
Company announced that it had terminated discussions and
did not intend to consummate the transaction. The suit al-
leges breach of contract and seeks damages of $27 million,
the approximate difference between the price it alleges
should have been paid for Raleigh Hills by the Company and
the apparent price for which Raleigh Hills was later sold to
another company. The Company intends to defend this ac-
tion vigorously, and has filed a counterclaim seeking recov-
ery of costs and expenses incurred in its due diligence review
of the Raleigh Hills operation.
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COMMERCIAL METALS COMPANY (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

K (In Part): Commitments and Contingent Liabilities:

The Company is a defendant in two related lawsuits alleg-
ing that the Company and other defendants engaged in cer-
tain illegal activities in connection with sales of steel products
to plaintiffs in violation of federal and state laws. The lawsuits
seek approximately $20 million, trebled under federal law,
and $40 million in punitive damages. The Company is vigor-
ously contesting this litigation. In the opinion of management,
the lawsuits ultimately will be disposed of in a manner which
will not have a material adverse effect upon the business or
consolidated financial position of the Company.

The Company is involved in other litigation, governmental
proceedings, and disputes that could result in additional liti-
gation, the ultimate disposition of which management be-
lieves will not have a materially adverse effect upon the busi-
ness or consolidated financial position of the Company.

DRESSER INDUSTRIES, INC. (OCT)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note L (In Part): Commitments and Contingencies
Hughes Tool Company Litigation

The Company has been engaged for a number of years in
patent related litigation with Hughes Tool Company
(“Hughes”). Hughes charged the Company with infringement
of two U.S. patents relating to structure within a journal bear-
ing rock bit. A Federal District Court has held that one of the
patents was valid and infringed and awarded Hughes a roy-
alty of 25% of the Company’s sales revenue for infringing
premium journal bearing bits made and sold in the U.S. since
1973, and a royalty of 5% for infringing non-premium journal
bearing bits. The Company has redesigned its journal bear-
ing bits so that the patent is no longer infringed. The remain-
ing patent was held to be invalid.

In March 1985, the District Court entered a judgement,
based on the royalty rates discussed above, against the
Company in the amount of $126.8 million which, with statu-
tory interest, would approximate $141.0 million at October
31,1985. The District Court's judgement has been appealed to
the United States Court of Appeals for the Federal Circuit.
The briefing process involved in the appeal has been com-
pleted and oral arguments before the Court of Appeals are to
be held in January, 1986.

It is the position of the Company that the Hughes patent
was invalid and therefore not infringed. However, should the
Court of Appeals affirm the infringement, management and
its outside legal counsel are firmly of the opinion that the size
of the award by the District Court was founded upon errone-
ous conclusions and will be reduced to an amount that would
not have a material effect on the consolidated financial
statements.

GENERAL FOODS CORPORATION (MAR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

16. Litigation

A class action was filed on June 30, 1977 in the Superior
Court of California by a number of organizations and indi-
viduals against General Foods and others accusing the de-
fendants of using unfair and deceptive advertising and pack-
aging in marketing presweetened cereals in California and
alleging harmful effects from the sugar content of the prod-
ucts. On motion by General Foods, the plaintiffs’ case was
dismissed by the Superior Court on procedural grounds,
which dismissal was upheld by the California Court of Ap-
peals. On December 22, 1983, the California Supreme Court
decided plaintiffs’ appeal of this class action lawsuit. The
Court’s opinion affirmed the dismissal of certain causes of
action in the plaintiffs’ complaint. The Court also held that,
under the pleading rules applicable to California civil litiga-
tion, plaintiffs had stated sufficient facts as to certain other
claims to require a General Foods’ answer. This opinion did
not constitute a decision as to the merits of plaintiffs’ com-
plaint, which can only be determined at a full trial. No trial
date has been scheduled.

On March 6, 1985, a jury returned a verdict against Burger
Chef Systems, Inc. and General Foods as the former owner
of Burger Chef in the case of Vaughn vs. General Foods
Corporation and Berger Chef Systems, Inc., filed in the U.S.
District Court in Hammond, Indiana. The verdict for the plain-
tiff on counts of fraud and punitive damages awarded this
former Burger Chef franchisee $4.8 million in “actual” dam-
ages, and $9.2 million in “punitive” damages. Counsel is of
the opinion that the trial record does not support the jury’s
verdict nor warrant damage award. We have filed a notice of
appeal to the United States Court of Appeals for the 7th
Circuit and believe that we have strong appellate arguments
for significant relief from the judgment.

There are other pending claims and litigation against the
company, the ultimate liability for which, management be-
lieves, based upon the opinions of counsel, will not have a
material adverse impact on the company’s financial position.

W.R. GRACE & CO. (DEC)

NOTES TO FINANCIAL STATEMENTS
$ Millions (except per share)

Note 13—Asbestos and Other Litigation

There are various lawsuits pending against the Company
relating to exposure to asbestos-containing products previ-
ously sold by the Company. At December 31, 1985, the
Company was a defendant in approximately 1,800
asbestos-related lawsuits (940 at December 31, 1984), and it
is anticipated that additional lawsuits will be brought in the
future. (However, the number of such lawsuits is not neces-
sarily indicative of the Company’s liability since, among other
things, the Company has been named as a defendant in a
number of cases in which its products are not involved.)
Through December 31, 1985, 63 personal injury cases had
been dismissed with respeet to, and without payment by, the
Company (on the ground that the Company’s products were
not involved), and 40 personal injury cases had been settled
for a total of $.7. In January 1986, an $8.4 verdict was re-
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turned against the Company in a property damage case; this
case is being appealed. The Company believes that its insur-
ance will substantially cover any damages for which the
Company may be held liable, amounts paid in settlement and
litigation costs. The Company will be obligated to pay these
amounts to the extent they are not covered by insurance.
While the Company’s ultimate liability in respect of these law-
suits cannot be determined at this time, the Company be-
lieves that the resolution thereof will not have a material ad-
verse effect on its consolidated financial position.

Grace is also involved in various other lawsuits and claims
arising from the conduct of its business. Such matters are not
material to its consolidated financial position.

H. J. HEINZ COMPANY (APR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(dollars in thousands except per share data)

8. Legal Matters

Beginning in December, 1979, a number of private treble
damage class action lawsuits were filed against The
Hubinger Company (“Hubinger”), a wholly owned subsidiary
of the company, alleging similar antitrust violations relating to
the prices or terms of sale of corn syrup as alleged in a Civil
Penalties lawsuit by the United States Department of Justice,
which lawsuit has been settled. The private lawsuits, which
seek unspecified treble damages, were consolidated in the
United States District Court for New Jersey on March 28,
1980 and have been settied. The District Court entered final
judgment on the settlement on September 7, 1983. Three
members of the class have filed an appeal to the Third Circuit
Court of Appeals challenging the appropriateness of the set-
tlement. This appeal is pending. Provision for the amount of
the agreed-upon settlement was made in the 1982 financial
statements and the amount of the agreed-upon settlement
has been paid into an escrow account.

On February 14, 1985, a Complaint for Damages and In-
junctive Relief was filed by twenty-four fishing vessel owners
(“Plaintiffs”) with respect to fifty-four currently or formerly
owned fishing vessels, against Star-Kist Foods, Inc., which is
a wholly owned subsidiary of the company, Ralston Purina,
Inc. and Castle & Cooke, Inc. (“Defendants”) in the United
States District Court for the Southern District of California.
The Complaint alleged that Defendants have violated Sec-
tions 1 and 2 of the Sherman Act and Section 3 of the Clayton
Act. Plaintiffs alleged that Defendants and various other
companies and individuals not named in the Complaint have
engaged in a continuing combination and conspiracy in un-
reasonable restraint of interstate and foreign trade and com-
merce in tuna and canned tuna, have conspired to monopo-
lize, attempted to monopolize, and monopolized interstate
trade and commerce in tuna and canned tuna, and entered
into unlawful tie-in contracts, exclusive dealing contracts and
requirements contracts. The Complaint further alleged torti-
ous interference with prospective economic advantage in vio-
lation of California law.

On May 13, 1985, the District Court dismissed, with leave
to amend, the portions of the Complaint alleging the entering
into of unlawful tie-in contracts, exclusive dealing contracts
and requirements contracts and the tortious interference with
prospective economic advantage. On June 6, 1985, Plaintiffs
filed a First Amended Complaint that restated the allegations

of the original Complaint except the allegations of violation of
Section 3 of the Clayton Act, tortious interference with pros-
pective economic advantage, and violations with respect to
canned tuna.

Plaintiffs allege antitrust damages of $432 million, which, if
proven, would be trebled to approximately $1.3 billion. Attor-
ney’s fees and costs also are sought. The company intends
to defend vigorously against the action.

On May 17, 1985, thirty-one crew members of fishing ves-
sels filed in the United States District Court for the Southern
District- of California a class action Complaint against the
same three Defendants alleging similar violations of Sections
1 and 2 of the Sherman Act and Section 3 of the Clayton Act
and tortious interference with prospective economic advan-
tage in violation of California law. This Complaint alleges
antitrust damages of $40 million, which, if proven, would be
trebled to $120 million, and damages in the second count
alleging violations of California law in the amount of $40 mil-
lion plus $30 million in punitive damages for a total of $190
million. Attorneys’ fees and costs are sought. The company
intends to defend vigorously against this action.

Certain other claims have been filed against the company
or its subsidiaries and have not been finally adjudicated.
These claims, as well as those described above, when finally
concluded and determined, will not, in the opinion of man-
agement, based upon the information that it presently pos-
sesses, have a material adverse effect on the consolidated
financial position.

KIDDE, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

Legal Matters

The Company is among those named in a class action
brought in August 1983 on behalf of certain purchasers of the
common stock of Victor. The action relates to the public sale
in March 1983 of 4,500,000 shares of common stock of Victor
(including 2,000,000 shares sold by the Company) at $17.50
per share and seeks recovery of the amounts paid for such
stock along with certain costs and damages. An answer has
been filed denying the substantive allegations contained in
the complaint. In a separate matter, during 1984 a court hear-
ing was held before a Magistrate of a U.S. District Court to
determine damages on a patent infringement suit relating to a
former subsidiary. This suit was previously dismissed in
1975, subsequently appealed by the plaintiff and eventually
decided in plaintiffs favor in 1983. Although the Company
and its outside counsel were of the opinion that damages
would be relatively minor, in January 1985 the Magistrate’s
Report, recommending damages be assessed against the
Company, which when trebled approximated $31 million (be-
fore related tax benefits and subsequently accrued interest of
$3 million), was adopted by the Court. The Company has
appealed the amount of this judgment to the U.S. Court of
Appeals for the Federal Circuit. In the opinion of special
counsel to the Company, the decision of the lower court con-
tains errors of law and erroneous findings of fact and accord-
ingly the amount of the judgment should be substantially re-
duced.

Based on facts now known to the Company, management
believes that the outcome of the above matters would not
materially adversely affect the consolidated financial position
of the Company.
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LYNCH CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note H—Litigation

The Company is a defendant in a class action lawsuit filed
by retired union employees of the Company’s former Lynch
Machinery Division in Anderson, Indiana. The union retirees
allege the Company made a commitment to provide them
certain health benefits for life. The lawsuit seeks relief requir-
ing the Company to continue the health benefits, as well as
mental anguish damages resulting from the discontinuance
of the health benefits. If the Company were unsuccessful in
its defense, the annual cost to continue the health benefits
would be approximately $100,000 based on the cost of such
benefits in 1984. The aggregate amount of the mental an-
guish damages claim exceeds $3,000,000. Management be-
lieves the claims of the union retirees are without merit, and
intends to continue contesting vigorously this lawsuit. Man-
agement believes the ultimate resolution of these claims will
not have a significant effect on the consolidated financial
position of the Company.

During 1983, the Company reached an agreement to settle
certain litigation which it had brought in connection with the
purchase of a subsidiary. The amount of the settlement
($120,000), which includes interest, is reflected in 1983.

MONFORT OF COLORADO, INC. (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note J—Contingencies and Commitments

On May 26, 1983, Region 27 of the National Labor Rela-
tions Board (“NLRB”) issued a Complaint against the Com-
pany based on unfair labor practice charges filed earlier by
the United Food and Commercial Workers, Local No. 7. The
Complaint alleged that (1) the Company failed to consider
skill and experience in the meat packing industry as a criteria
in determining the eligibility of applicants for employment, in
violation of rights guaranteed to employees by Section 7 of
.the National Labor Relations Act; and, (2) that the Company
instituted a hiring policy with criteria which inherently had the

- effect that former employees who applied for employment
would not be hired in numbers sufficient to form a majority of
unit employees. The Company has denied any violation as
charged and is vigorously defending its position. On
November 22, 1985, the Administrative Law Judge (ALJ) of
the NLRB issued a Decision which was principally in favor of
the Company’s position; however, the decision of the ALJ is
subject to appeal. It is the opinion of the Company’s man-
agement that the ultimate disposition of this matter will not
have a material adverse effect on the Company’s financial
position.

Estimated cost to complete all projects under construction
amounted to approximately $4,000,000 at August 31, 1985.

POTLATCH CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 12. Legal Proceedings

During December the company and its directors were
named defendants in three separate but similar lawsuits filed
by certain stockholders. The complaints, which allege class
action and derivative claims, charge violations of the Federal
securities and Delaware corporate law related to an amend-
ment, dated December 12, 1985, to the company’s Restated
Certificate of Incorporation. The complaints also allege that
the company discriminated against certain stockholders and
paid discriminatory dividends to First City Financial Corpora-
tion Ltd. and First City Trust Company. All three complaints
request damages in excess of $48 million and injunctions
against the amendment. The company believes that each
stockholder action lacks merit and will vigorously defend
against each complaint.

RUSS TOGS, INC. (JAN)

NOTES TO FINANCIAL STATEMENTS

Note L-—Litigation:

The Company is one of several defendants in a product
liability action seeking approximately $40,000,000 in dam-
ages. Plaintiffs also seek punitive damages in an amount
equal to three times compensatory damages, as well as the
trebling of compensatory damages under the Texas Decep-
tive Trade Practices Act. Although the Company’s insurance
carrier may attempt to disclaim liability for punitive damages,
including any portion recoverable under the Texas statute,
such carrier is continuing to defend the action. The Company
believes that its insurance should cover any liability that it
may have, notwithstanding that the damages sought exceed
the limits of its insurance coverage.

THE RYMER COMPANY (OCT)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

14. Commitments and Contingencies

In 1985, the Company received a notice asserting a claim
for withdrawal liability of approximately $1,100,000 from a
multi-employer pension fund. The Company has engaged
legal counsel and is currently vigorously disputing the claim.
The Company believes that it has meritorious defenses, and
although the ultimate outcome cannot be determined at the
present time, the Company believes, in the event of an unfa-
vorable settlement, it will not materially affect the Company’s
financial position or results of operations.

The amounts of liability, if any, for all other claims and
actions against the Company and its subsidiaries at October
26, 1985 are not determinable but, in the opinion of man-
agement, such liability, if any, will not have a material effect
upon the Company’s financial position or results of opera-
tions.
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UNIVERSAL LEAF TOBACCO COMPANY,
INCORPORATED (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 11—Litigation

Following an administrative complaint filed by the Federal
Trade Commission in January, 1985, private treble damage
antitrust suits have been brought against six national title
insurance companies, including Lawyers Title Insurance
Corporation, a subsidiary, alleging restraint of trade by the
joint filing of rates for title search and settlement services
through rating bureaus provided by statutes in 13 states.
Management of Lawyers Title believes there are valid de-
fenses to these charges and the suits will be defended vigor-
ously.

Certain Indian tribes have asserted claims arising from vio-
lations of treaties and also under the Indian Non-Intercourse
Act of 1790 affecting millions of acres of land, title to some of
which has been insured by Lawyers Title Insurance Corpora-
tion and other title insurance companies. Unsuccessful de-
fense of these claims would have a materially adverse effect
on the Company’s financial position, and would have a simi-
lar effect on corporations, businesses, governments and in-
dividuals owning land in the affected areas. However, man-
agement believes that Congress will provide a resolution of
this matter such that these claims will not have a materially
adverse effect on the Company’s financial position.

Guarantee of Indebtedness of Others

THE AMERICAN SHIP BUILDING COMPANY (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

9. Commitments and Contingencies:

The Company has unconditionally guaranteed up to $5
million in indebtedness of Ocean Carriers, Inc. (Ocean), the
Houston ship operator which will charter to the Department of
the Navy the T-5 Tankers which the Company is construct-
ing. The Company is not aware of any failure on the part of
Ocean to meet the terms of its obligations, and does not
anticipate any losses to be incurred in connection with this
guarantee.

ATLANTIC RICHFIELD COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11 (In Part): Other Commitments and Contingencies

At December 31, 1985 and 1984, there were contingent
liabilities with respect to guarantees of securities of other
issuers of approximately $170 million and $120 million, re-
spectively. Included in these amounts is a guarantee of ap-
proximately $70 million. Under an agreement reached in
1982, a third party is committed to reimburse the Company
for any payment under this guarantee. Also, at December 31,
1985 and 1984, there were indirect guarantees of approxi-
mately $75 million and $85 million, respectively, of which $50
million and $60 million, respectively are indemnified.

CABOT CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

O (In Part): Commitments and Contingencies
Contingencies

The Company is a defendant in various lawsuits and is
involved in other disputes wherein substantial amounts are
claimed. In the opinion of the Company, these suits and
claims should not result in judgments or settlements which, in
the aggregate, would have a material adverse effect on the
Company'’s financial condition.

The Company, through its partnership interest in an intra-
state gas pipeline system located in West Texas, is contin-
gently liable for its share of partnership long-term debt. This
share is approximately $31,000,000. The partnership interest
is classified within net assets of discontinued operations.

FORD MOTOR COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 14 (In Part): Guarantees and Commitments

At December 31, 1985, the Company and its consolidated
subsidiaries had guaranteed $234 million of debt of uncon-
solidated subsidiaries. This included $207 million of unse-
cured debt of Ford Leasing Development Company, a wholly
owned unconsolidated subsidiary that owns and leases real
properties, primarily for lease or sublease to Company-
franchised vehicle dealers.

GOULD INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS
Note H (In Part): Debt and Credit Arrangements

As of December 31, 1985, the company had guaranteed
approximately $43.4 million of debt of its wholly owned real
estate subsidiary, Gould Florida Inc. The company intends to
divest its real estate businesses. See Note C. In addition, the
company is contingently liable under irrevocable letters of
credit for $17.6 million at December 31, 1985.

McCORMICK & COMPANY, INCORPORATED (NOV)

NOTES TO FINANCIAL STATEMENTS

3 (In Part): Financing Arrangements and Long-Term Debt:

At November 30, 1985, the Company has unconditionally
guaranteed credit lines for affiliates in amounts totalling
$5,140,000 of which $3,505,000 had been borrowed at year
end.

NORTEK, INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATE-

MENTS

10. Contingencies:

The Company and its subsidiaries are subject to legal pro-
ceedings and claims arising out of their businesses that cover
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a wide range of matters, including, among others, product
liability, warranty and product recalls, and contract and em-
ployment claims. The amount of ultimate liability with respect
to these proceedings and claims cannot reasonably be esti-
mated. At December 31, 1985, the Company is contingently
liable for obligations (approximately $19,000,000) under In-
dustrial Revenue Bond agreements related to facilities which
were sold. Management considers that any such liabilities
would not materially affect the consolidated financial position
of the Company nor its results of operations.

The Company has guaranteed a $1,000,000 term loan of
the Nortek Foundation with a bank. Proceeds of the loan
were used to purchase Nortek Common Stock.

PIONEER HI-BRED INTERNATIONAL, INC. (AUG)

NOTES TO FINANCIAL STATEMENTS

NOTE 7 (In Part): Contingent Liabilities

The Company has guaranteed the repayment of principal
and interest on certain obligations of its unconsolidated sub-
sidiaries. At August 31, 1985, such guarantees totaled ap-
proximately $10,800,000.

Guarantees Other Than Guarantees of
Indebtedness

DEAN FOODS COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Commitments and Contingent Liabilities

At December 28, 1985, the Company was contingently li-
able for approximately $9,600,000, principally as a result of
being guarantor, as a subfranchisor, of lease rental payments
and executory costs for certain retail Baskin-Robbins ice
cream stores. No significant loss from the contingent
liabilities is anticipated.

FAIRCHILD INDUSTRIES, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 11 (In Part): Commitments, Contingencies and Other

The Company has an operating agreement with Fairchild
Credit Corporation, a wholly owned unconsolidated finance
subsidiary, under which it agrees to maintain certain
minimum financial ratios of the finance company. In addition,
the Company has guaranteed certain payments under Fair-
child Credit Corporation operating leases aggregating
$2,241,000 over the next two years.

MELVILLE CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Discontinued Operations (In Part)

On March 29, 1985, the Company completed the sale of
the Foxmoor division to BR Investors, Inc., a privately held
corporation, for cash in the amount of $48,757,021. The

transaction resulted in a gain of $646,366, net of income
taxes of $251,000.

* K ok kK

In addition, as part of the sale, Melville Realty Company,
Inc., a wholly-owned subsidiary of the Company, continues to
guaranty the rental and other lease related charges on 161 of
the 614 retail stores sold to BR Investors, Inc., in the event
BR Investors, Inc. defaults. Minimum rental payments under
these leases totaled $25,100,000 of which approximately
65% of this guaranteed obligation will be eliminated during
the five year period ended December 31, 1990. The present
value of these minimum rental payments at December 31,
1985 was $17,800,000.

PANTRY PRIDE, INC. (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(dollars in thousands except per share data)

B. Contingencies

During the third quarter of fiscal year 1985 the Company
entered into a settlement with the Retail Clerks Tri-State
Pension Fund, which originally filed a claim in December
1982 for approximately $21,000. The terms included a cash
payment and note of $2,500 and $1,000 in Company com-
mon stock aggregating approximately 206,000 shares.

The Company and its subsidiaries are parties to claims and
lawsuits arising in the normal course of operations and dis-
positions of real estate made during fiscal 1985. Manage-
ment, after consultation with counsel, is of the opinion that
these actions will not have a material adverse effect on the
financial condition or results of operations of the Company.

In connection with the sales of supermarket assets and
assignments of leases covering property and equipment that
have taken place or are contemplated, the Company is con-
tingently liable for approximately $69,000 of minimum lease
payments over remaining initial terms through 2064.

LITTON INDUSTRIES, INC. (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note L (In Part): Litigation and Contingencies

As required under provisions of a contract between an af-
filiate of the Company and a customer, bank consortiums
have issued two guarantees to the customer in the outstand-
ing amounts at July 31, 1985 of $47,467,000, guaranteeing
the return of the customer’'s advance payment (included
under the caption “Customer deposits and contract liabilities”
in the Consolidated Balance Sheets), if demanded, and
$82,000,000, guaranteeing the performance of the contract.
If the banks were required to make payments under either
guarantee, the Company would be contractually obligated to
such banks for the aggregate amount paid. As of July 31,
1985, time deposits and certificates of deposit included under
the caption “Cash and marketable securities” in the Consoli-
dated Balance Sheets totaling $47,467,000 were pledged to
the banks as collateral for the advance payment guarantee
agreement.
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PACCAR INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(thousands of dollars)

Note K—Commitments and Contingencies

Under agreements with its unconsolidated finance and
leasing subsidiaries, the Company is required to assure that
these subsidiaries maintain specified levels of cash flow or
ratios of earnings to fixed charges. In 1985, assistance in the
amount of $46 was provided to a foreign finance subsidiary.
No other assistance was required for any of the subsidiaries
during the three years ending with 1985.

Receivables Sold With Recourse

BETHLEHEM STEEL CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

G (In Part): Commitments and Contingent Liabilities

We have agreements with several banks which enable us
to sell up to $200 million of accounts receivable, on a continu-
ing basis, subject to limited recourse provisions. Proceeds
from the sale of accounts receivable averaged $98.5 million
per month during 1985 and totaled $76.3 million during 1984.
At December 31, 1985 and 1984, $100.0 million and $53.0
million of the receivables sold remained outstanding. In 1983,
under a separate agreement, we sold a $21 million long-term
note receivable at face value subject to certain recourse pro-
visions. This note was outstanding at December 31, 1985.

FUQUA INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Contingent Liabilities and Commitments (In Part):

In May, 1985 Fuqua, on behalf of its Snapper Power
Equipment division, entered into an agreement with a finan-
cial institution which makes available to dealers, floor plan
financing for Snapper products. Under the terms of the
agreement, independent Snapper distributors are liable in the
event of a default in payment by one of their dealer custom-
ers. In the event of a default in payment by both the dealer
and distributor, Fuqua has agreed to indemnify the financial
institution from any loss which it may incur. At December 31,
1985 there was approximately $9,000,000 outstanding under
this floor plan financing arrangement.

In addition, Fuqua and several of its subsidiaries are con-
tingently liable under various repurchase agreements and
guarantees of debt secured by properties, manufactured
merchandise (principally floor plans) and assets sold to
others. These arrangements are made in the normal course
of business and no material defaults exist on the related
agreements.

ITT CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS
Commitments and Contingencies

The Corporation and its subsidiaries consolidated have
guaranteed the borrowings of others of approximately
$130,000,000 as of December 31, 1985 and are contingently
liable for receivables discounted of approximately $1.6 billion
(including $1.3 billion of receivables reflected in the
statements of insurance and finance subsidiaries).

The Corporation and its subsidiaries also are involved in
various legal actions, some of which involve claims for sub-
stantial sums. However, the ultimate liability with respect to
these contingencies is not considered to be material in rela-
tion to the consolidated financial position.

INGERSOLL-RAND COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 14 (In Part) Commitments and Contingencies:

Receivables sold during 1985 with recourse amounted to
$30,200,000. At December 31, 1985 $33,100,000 of receiva-
bles sold remained uncollected.

JLG INDUSTRIES, INC. (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Litigation and Other Contingencies

The Company is a party to personal injury litigation arising
out of incidents involving the use of its products. The Com-
pany insures its exposure to such litigation in excess of an
annual self-insured retention not exceeding $1,250,000.
Amounts estimated to be payable with respect to existing
claims for which the Company is liable under its self-insured
retention have been accrued as liabilities.

As is customary in the heavy equipment industry, the
Company has entered into limited recourse agreements with
various commercial finance companies to provide equipment
financing to its dealer organizations. Under these ar-
rangements, the Company is required, in the event of a
dealer's default, to reimburse such institutions for certain de-
ficiencies resulting from the repossession and resale of the
equipment. Although the Company was contingently liable at
July 31, 1985 for approximately $7,100,000 under such ar-
rangements, the Company does not anticipate any significant
losses thereunder.

RALSTON PURINA COMPANY (SEP)

NOTES TO FINANCIAL STATEMENTS
(Dollars in millions except per share data)

Commitments and Contingencies (In Part):

During 1985, the Company entered into an agreement
under which it sells certain of its trade accounts receivable to
others subject to defined limited recourse provisions. The
Company is responsible for collection of the accounts, for
which it receives a collection fee, and remits the proceeds to
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the purchaser on a monthly basis. Beginning in July 1985, the
Company sold, on average, accounts totaling $50.0 each
month. At September 30, 1985, $.3 of transferred receivables
were outstanding and subject to recourse provisions.

THE SOUTHLAND CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS
3. Accounts and Notes Receivable:

December 31
(000s omitted) 1985 1984

Trade accounts and notes receivable $243,636 $145,093
Franchisee accounts receivable..... 33,952 34,936
277,588 180,029

Allowance for doubtful accounts ... (12,665) (11,962)
$264,923 $168,067

On December 28, 1984, the Company sold $250 million of
accounts receivable under an agreement in which the pur-
chaser will reinvest the proceeds collected in new receiva-
bles for a period of five years. Throughout 1985, the rollover
of proceeds collected and reinvested in new accounts re-
ceivable aggregated $4.6 billion. As of December 31, 1985,
$251 million of receivables were outstanding under the
agreement. The Company is contingently liable for the collec-
tion of up to $25.5 million of these receivables; however,
management believes that the allowance for doubtful ac-
counts will be adequate and no additional liabilities will ac-
crue.

Possible Tax Assessments

CLARK EQUIPMENT COMPANY (DEC)

FINANCIAL REVIEW
Contingencies (In Part):

At December 31, 1985 the Company had received notices
of assessments of Federal Income tax of approximately $30
million. The Company intends to vigorously contest the as-
sessments which relate predominately to timing items that
would ordinarily be deductible in subsequent periods. Be-
cause the Company is in a loss carryforward position it may
not be appropriate to give accounting recognition to the tax
benefit expected to be realized in the future for any items,
and the interest thereon, that the Company is not successful
in contesting.

ELI LILLY AND COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Income Taxes (In Part):

On May 28, 1985, the United States Tax Court rendered an
opinion with regard to proposed deficiencies of income taxes
for 1971 through 1973 related to subsidiary operations in
Puerto Rico. The Tax Court reduced the $34.2 million tax
. deficiencies proposed by the Internal Revenue Service to
approximately $14.4 million for these years. The company is
considering whether to appeal the results of the Court's opin-
ion.

Proposed deficiencies totaling $24.4 million for 1974 and
1975 are being contested in the Tax Court. No trial date has
been set. The company has also received from the Internal
Revenue Service notices of proposed deficiencies totaling
$28.5 million for 1976 and 1977 and $54.8 million for 1978
and 1979. The proposed deficiencies relate primarily to sub-
sidiary operations in Puerto Rico, and for 1975 through 1979
include certain other issues. The deficiencies for 1976
through 1979 are being contested administratively.

In the opinion of the company, additional taxes that may
ultimately result from the Tax Court opinion and other pro-
posed deficiencies, and from possible proposed deficiencies
related to the same issues for years subsequent to 1979,
would not have a material adverse effect on the consolidated
financial statements.

SUNDSTRAND CORPORATION (DEC)

FINANCIAL SUMMARY

Income Taxes (In Part):

Federal income tax returns have been examined and
cleared by the Internal Revenue Service through 1976. The
years 1977 and 1978 have also been examined, and all is-
sues have been resolved, with the exception of two relating to
intercompany transactions between Sundstrand Corporation
and a foreign subsidiary for which the Internal Revenue Ser-
vice has assessed the Company $7,500,000 (excluding
interest). The Company does not agree with the Internal
Revenue Service’s position and has filed a petition with the
United States Tax Court requesting redetermination of the
deficiency. The Internal Revenue Service has issued its ex-
amination report for 1979 and 1980 which proposes as-
sessments of $18.6 million and $23.8 million (excluding
interest), respectively, with which the Company does not
agree. Of these amounts $18.4 million would result in reduc-
tion of taxes in years after 1980 and $23.5 million represents
a continuation of the intercompany pricing issue discussed
above. Operations of this foreign subsidiary have grown sig-
nificantly since 1980 and, following examination, the Internal
Revenue Service may assess additional taxes for these
years. The Company currently provides deferred taxes on a
substantial portion of the undistributed earnings of this sub-
sidiary due to its intent to repatriate these earnings in the
future. Based on final resolution of this matter, the Company
may revise its intentions with respect to the repatriation of
these earnings and, accordingly, management believes that
the ultimate resolution of this matter will not have a material
effect on the financial position or earnings of the Company. In
the opinion of management, adequate provision has been
made for all income taxes.

Government Regulations

ALLIS-CHALMERS CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Commitments and Contingent Liabilities

There are various lawsuits pending against the Company
and its subsidiaries arising in the normal course of business.
Management believes, based on the opinion of counsel, that
final disposition of these actions will not have a materially
adverse effect on financial position or results of operations.
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As described in the Termination of Pension Plans note on
pages 20 and 21, the Company terminated pension plans
which had unfunded vested benefits estimated at $170 mil-
lion. The Company and the PBGC signed Agreements for
Appointment of Trustee and Termination of Plan whereby the
PBGC was appointed Trustee and assumed responsibility for
payment of future benefits. The PBGC may assert a claim for
up to 30 percent of the Company’s net worth and has taken
the position that for purposes of such claim net worth ex-
ceeds the amount shown on the Company’s financial
statements, which at December 31, 1985 was a negative
$22.6 million. The Company'’s liability to the PBGC and the
impact of the settlement on the Company’s financial
statements have not been determined.

ECHLIN INC. (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 15: Contingent Liability

The Federal Trade Commission (FTC) filed an Administra-
tive Complaint in 1981 against the Company and Borg-
Warner Corporation (Borg-Warner) alleging violations of Sec-
tion 7 of the Clayton Act and Section 5 of the Federal Trade
Commission Act in connection with the acquisition by the
Company of the assets of the automotive aftermarket opera-
tions of Borg-Warner. The Complaint sought to require the
Company to divest itself of said assets or, in the alternative,
to rescind the entire transaction. An Administrative Law
Judge for the FTC issued an Initial Decision concluding that
the FTC staff failed to establish that the Company’s acquisi-
tion of Borg-Warner’s aftermarket assets was in violation of
Section 7 of the Clayton Act or Section 5 of the Federal Trade
Commission Act, as alleged in the Complaint. On June 28,
1985, the FTC issued a Final Order (which was released on
July 8, 1985) dismissing the Complaint.

FANSTEEL INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11 (In Part): Commitments and Contingent Liabilities

Processing of certain ores results in residues which are
subject to storage and disposal regulations of the Nuclear
Regulatory Commission. The Company intends to continue
to store these residues at one of its processing plants.
Maximum disposal costs, if any, cannot be reasonably esti-
mated, but management believes they would not have a ma-
terial effect on the consolidated financial position of the Com-
pany.

THE FIRESTONE TIRE & RUBBER COMPANY (OCT)

NOTES TO FINANCIAL STATEMENTS

Dollars in millions, except per share amounts

Contingent Liabilities (In Part):

Governmental regulatory agencies have identified several
Company sites and waste disposal locations for review or
possible environmental cleanup. Estimated future cleanup
activities at a former tire plant in Salinas, California will cost at
least $8 and may increase depending upon the level of re-
medial actions required over the next several years.

THE VENDO COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

10. Contingent Liabilities:

The Company has received a Notice of Violation under
Section 113 of the Clean Air Act from the Environmental
Protection Agency (EPA) involving the level of solvents emit-
ted by the paint system at the Company’s Fresno manufactur-
ing facility for the period since January 1, 1985. Although
local authorities have approved the Company’s progress to-
wards compliance, the EPA has independent enforcement
authority in such matters, and can impose its own fines or
sanctions which can be substantial. Informal meetings have
taken place with EPA officials, but no compliance order has
been issued, no fines have been imposed, and no legal pro-
ceedings commenced. In the opinion of management, based
upon the advise of legal counsel as to the present status of
the rules and regulations applicable to the Company, the
effective dates of those rules and regulations, and proposed
changes to those rules and regulations, it is not possible to
predict with any certainty what, if any, fines may be imposed,
or even to determine with certainty the period, if any, during
which the Company may eventually be found to have been in
violation of the emissions standards involved. Management
anticipates that compliance will be achieved prior to August
1, 1986 with the completion of efforts which were underway
prior to the receipt of Notice of Violation.

WHEELING-PITTSBURGH STEEL CORPORATION
(DEC)

NOTES TO FINANCIAL STATEMENTS

Note L (In Part): Commitments and Contingencies
Environmental Matters

The Corporation and other basic steel companies have in
recent years become subject to increasingly demanding en-
vironmental standards imposed by federal, state and local
environmental laws and regulations. It is the policy of the
Corporation to endeavor to comply with applicable environ-
mental laws and regulations. The Corporation is involved in
administrative and judicial proceedings in which it is seeking
relief from many of the environmental standards and regula-
tions which it considers to be unreasonable or unnecessarily
burdensome. The Corporation is also involved in a civil con-
tempt proceeding concerning its environmental Consent De-
cree (entered into March 19, 1979) in which penalties in ex-
cess of $2 million are requested by the Justice Department.
The Corporation has estimated that additional expenditures,
subsequent to December 31, 1985, for environmental control
facilities required to comply with the Consent Decree will ap-
proximate $5.1 million. In 1985, 1984 and 1983, aggregate
capital expenditures for environmental control projects to-
talled approximately $8.5 million, $10.9 million and $8.2 mil-
lion, respectively. Management believes, as a practical mat-
ter, that the outcome of these proceedings will not materially
affect the overall operations of the Corporation. It is not pre-
sently known how the Chapter 11 petition will affect this pro-
ceeding.
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THE LOUISIANA LAND AND EXPLORATION
COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

14. Contingencies
Department of Energy Proceedings

Until President Reagan's January 28, 1981 order rempving
all remaining price and allocation controls on crude oil and

refined petroleum products, certain operations of the Com-

pany were governed by regulatory provisions of the
Emergency Petroleum Allocation Act of 1973, as amended.
Past compliance with those regulations continues to be in-
vestigated by the Department of Energy (DOE).

As reported in prior years, the DOE has issued a Proposed
Remedial Order (PRO) to Texaco Inc., operator of certain
properties in which the Company has interests, alleging viola-
tions of the DOE’s crude oil pricing regulations. On
November 27, 1985, the Office of Hearings and Appeals
(OHA) of the DOE issued an order closing the record in the
proceeding, and on January 28, 1986, oral argument was
held before the OHA. Accordingly, the proceeding has been
concluded before the OHA except for the issuance of a deci-
sion. The estimated alleged violations which may be attribut-
able to the Company’s interests now total, before tax effect
and including interest from the date of the alleged violations,
approximately $110 million.

Based on the opinion of management and the advice of
counsel to the Company as to the status of these matters, the
Company has not provided in the financial statements for the
contingency that the alleged overcharges may be required to
be refunded. Furthermore, with respect to the DOE com-
pliance proceedings described above, the removal of price
and allocation controls on January 28, 1981 eliminates the
potential overcharge refund liability of the Company for sales
of crude oil occurring after that date. As noted above, how-
ever, interest on the alleged pre-January 28, 1981 over-
charges continues to accrue.

UNITED STATES STEEL CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

25 (In Part): Commitments and Other Contingencies

On July 24, 1985, the Department of Energy and Marathon
entered into a proposed consent order to resolve all pending
and potential claims by the Department against Marathon
with certain limited exceptions. Under the Order, Marathon
would be obligated to pay $20 million, plus interest. On
January 30, 1986, the consent order became final. Claims
excluded from the consent order include a crude oil case
before the U.S. District Court for Kansas and a claim of im-
proper pricing to one of Marathon’s wholesale customers
which total approximately $16 million, plus interest, and po-
tential liability under the Department of Energy’s entitlements
program, totaling approximately $25 million. Management be-
lieves that these claims will be resolved in a manner that will
not materially affect the Corporation’s consolidated financial
position.

MOTOROLA, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

7. Contingencies

The Company is a defendant in various suits and claims
which arise in the normal course of business and is obligated
under repurchase and other agreements principally in con-
nection with the financing of sales.

The Company’s Government Electronics Group (GEG) has
been subpoenaed for records in connection with a federal
criminal investigation. The investigation appears to involve
whether the Company improperly charged labor expenses
under certain government defense contracts. In addition,
GEG is being audited by the Department of Defense with
respect to government contract pricing, cost allocation and
charging matters.

The Company is unable to predict the outcome of the in-
vestigation or audits at this time or to estimate the kinds or
amounts of claims or other actions that could be instituted
against the Company, its officers or employees as a result of
such proceedings.

Under government procurement regulations, an indictment
could result in a government contractor being suspended
from eligibility for awards of any new government contracts
for one year and a conviction also could result in debarment
from government contracts for one year or more.

In the opinion of management, the ultimate disposition of
these matters will not have a material adverse effect on the
business or financial position of the Company.

Inadequate Insurance Coverage
ABBOTT LABORATORIES (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 10—Liability Insurance

The Company’s liability insurance coverage (including
product liability insurance coverage) for events occurring on
and after January 1, 1986 will be substantially less than the
insurance coverage available for events occurring prior to
that date. The reduction in insurance coverage results from a
general decline in the availability of liability insurance.

BROWNING-FERRIS INDUSTRIES, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

6 (In Part): Commitments and Contingencies

The Company is involved in various matters of litigation,
including environmental matters relating to governmental ac-
tions resulting from the Company’s involvement with certain
hazardous waste sites, antitrust proceedings, personal injury
and other civil actions, as well as other claims and disputes
that could result in additional litigation. Whiie the resolution of
any matter may have an impact on the financial results of the
period in which the matter is settled, management believes
that the ultimate disposition of each of these matters will not
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ha\_/e a materially adverse effect upon the business or con-
solidated financial position of the Company.

The Company is not able currently to purchase liability
insurance in amounts or upon terms that have been available
to it traditionally. This development, while not unique to the
Company or its industry, is expected, at least in the near-
term, to have adverse implications on the Company’s costs of
doing business.

On October 1, 1985, the Company’s existing umbrella lia-
bility coverages expired, and the Company was forced to
accept substantially reduced policy limits effective that date.

On October 1, 1985, the Company’s existing policy of en-
vironmental impairment liability (EIL) insurance coverage ex-
pired. The Company exercised its option under that policy, by
payment of an additional premium, to continue such insur-
ance coverage for a one-year period starting October 1,
1985, for claims which are made during such period which
relate to events occurring prior to October 1, 1985. In addi-
tion, in order to meet existing governmental requirements,
the Company has been able to secure EIL insurance cover-
age issued by another insurance carrier in amounts which the
Company believes are in compliance with the amounts re-
quired by federal law. Under this policy, the Company must
either prefund or reimburse the carrier for losses. Except for
this coverage, the Company has not been able to obtain
comprehensive EIL insurance coverage on any terms.

The Company is continuing its efforts to obtain additional
risk-transfer insurance coverage for certain types of risks,
including umbrella liability coverage and ElL coverage from
other insurers. If the Company is unable to secure adequate
insurance coverages, the Company’s business could be ad-
versely affected and it is possible that the Company’s net
income could be adversely affected as a result of losses
sustained.

DURR-FILLAUER MEDICAL, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 9 (In Part): Operating Lease Commitments and Con-
tingent Liabilities

The Company is subject to claims and suits arising in the
ordinary course of business. Management does not believe
that the outcome of any pending claims or suits will have a
material adverse effect on the Company’s financial position
or results of operations. During 1985, liability insurance
market conditions resulted in products liability coverages be-
coming either unavailable or excessively expensive within
the medical industry. In October 1985, the Company’s prod-
ucts liability policy for its medical products expired and the
Company is self-insuring this coverage.

GULF RESOURCES & CHEMICAL CORPORATION
(DEC)

NOTES TO FINANCIAL STATEMENTS
7 (In Part): Commitments and Contingent Liabilities
Great Salt Lake Minerals & Chemicals Corporation (GSL)

GSL, a wholly owned subsidiary of GRE, operates a
19,500 acre solar pond system which provides feed to its
processing plants for the production of sulfate of potash,

common salt, sodium sulfate and magnesium chloride. The
solar ponds are located on the shore of the Great Salt Lake
and are separated from the lake by outer dikes. Precipitation
during 1982 and 1983 was substantially above normal, result-
ing in near record lake levels. On May 5, 1984, the outer dike
of the solar pond complex was breached, which resulted in
severe flooding and damage to the complex. GRE’s man-
agement presently believes that insurance proceeds will be
adequate to provide for the full recovery of the losses in-
curred and that the carrying value of GRE’s investment in
GSL of approximately $36.4 million at December 31, 1985 is
fully realizable. Advance payments totaling $22.8 million
have been received from the insurance carrier as of De-
cember 31, 1985 towards the repair of physical damage and
business interruption. The first claim year related to business
interruption has been settled. As a consequence of the
foregoing loss, GSL is currently unable to purchase, on terms
deemed feasible, insurance to cover further such losses.

PFIZER INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Insurance

During 1985, the Company secured substantially less liabil-
ity insurance than it had been able to obtain in prior periods.
This reduction in available amounts of insurance reflects the
current state of insurance markets and is affecting most
major U.S. corporations. While the Company has never set-
tled claims for amounts in excess of the reduced level of
coverage now available, the present level of insurance repre-
sents a potential exposure for the Company.

WASTE MANAGEMENT, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 7 (In Part): Commitments

As a result of severe difficulties in the current insurance
market, the policy limits of the Company’s umbrella liability
insurance coverage were sharply reduced upon renewal on
December 31, 1985. Although the reduced limits still far ex-
ceed the largest insured loss ever incurred by the Company,
there is no assurance that this will be the case in the future.

In addition, the Company’s Environmental Impairment Lia-
bility (EIL) insurance expired on April 25, 1985. The Com-
pany exercised its option under terms of that policy, by pay-
ment of an additional premium, to continue insurance cover-
age under terms of that policy for a one-year period com-
mencing that same date. The one-year policy extension will
provide coverage for claims made during the extended policy
period relating to events occurring prior to the effective date
of April 25, 1985. To satisfy existing federal governmental
requirements, the Company has also secured EIL insurance
coverage in amounts believed to be in compliance with fed-
eral law. However, the Company must either prefund or
reimburse the carrier for losses incurred under coverage of
this policy. In the event the Company is unsuccessful in ob-
taining risk-transfer EIL insurance coverage, the Company’s
net income could be adversely affected in the future if unin-
sured losses were to be incurred.



Contingencies

Letter of Credit

BEMIS COMPANY, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 14—Contingencies:

The Company is defendant in lawsuits generally incidental
to its business. However, the management of the company
believes the disposition of these lawsuits will not have any
material effect on the financial position and operating results
of the Company. At December 31, 1985 the Company was
contingently liable for a letter of credit in the amount of
$1,500,000.

ELCOR CORPORATION (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Commitments and Contingencies

The Company and its subsidiaries have entered into vari-
ous lease agreements for office space, facilities, and equip-
ment extending to 1996. Lease expense and obligations are
not significant to the Company’s operations.

The Company is contingently liable for approximately $4.3
million in irrevocable letters of credit issued to clients of the
Engineering and Construction Group in lieu of the normal
contract provisions for retainages on construction contracts
and to the Company’s insurance carrier as part of its self-
insurance program.

The Company and its subsidiaries are involved in certain
legal actions and claims arising in the ordinary course of
business. Management believes that such litigation and
claims will be resolved without material effect on the consoli-
dated financial statements.

HARSCO CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

10. Commitments and Contingent Liabilities:

As security for performance and advances on long-term
contracts, the Company is contingently liable, in the amount
of $120,350,000 under standby letters of credit and bonds.

The Company is party to various legal proceedings inci-
dental to its business. Certain claims, suits and complaints
arising in the ordinary course of business have been filed or
are pending against the Company. In the opinion of man-
agement, all such matters are adequately covered by insur-
ance or, if not so covered, are without merit or are of such
kind, or involve such amounts, as would not have a signifi-
cant effect on the financial position or results of operations of
the Company if disposed of unfavorably.
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UNITED MERCHANTS AND MANUFACTURERS,
INC. (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 9 (In Part): Commitments and Contingencies

(2) At June 30, 1985, sundry guarantees and other contin-
gent liabilities approximated $9,400,000. Exclusive of
$6,100,000 outstanding letters of credit of its foreign sub-
sidiaries (referred to in Note 5 of Notes to Consolidated Fi-
nancial Statements), the Company had outstanding letters of
credit at June 30, 1985 in the approximate amount of
$26,500,000.

Unasserted Claims

PANTASOTE INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

8 (In Part): Unusual ltems—Restructuring of Domestic
Operations

During 1985, the Company became aware of a potential
problem with material sold by one of its divisions. The Com-
pany is conducting a joint technical investigation into this
matter with the supplier of the major raw material used in the
manufacturing process. Although the investigation has not
yet been completed, in light of existing insurance coverage
and potential recovery from that raw material supplier, the
Company believes that claims which may be asserted would
not result in a material adverse affect on the accompanying
consolidated financial statements.

RAYMARK CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(000’s omitted, except share data)

Note N (In Part): Commitments and Contingencies

On November 4, 1985, the Company established a trust
fund of approximately $500 to assure funding of closure and
post-closure costs for hazardous waste sites in accordance
with the requirements of the Resource Conservation Recov-
ery Act. Prior to this date, the Company was not in com-
pliance with the financial requirements of the Act and may be
subject to substantial penalties as a result. No claim for such
penalties has been asserted and the amount of such penal-
ties, if any, is not currently determinable.

Realization of Assets

GRUMMAN CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 10 (In Part): Commitments and Contingencies

In July 1983 the Company completed the sale of its bus
business to The Flixible Corporation, and received as part of
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the selling price, $26,300,000 of notes and preferred stock of
the Purchaser. It is the Company’s opinion that the value of
these securities is contingent upon future earnings of that
company and of the general health of the mass transit bus
manufacturing industry. The Company believes that at the
present time, there has not been a permanent impairment in
the value of its investment and therefore the notes and pre-
ferred stock of the Flxible Corporation are valued at cost.

IC INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

13. (In Part): Contingencies

While merger or sale of the ICG remains an important goal
of the Company, no formal plan for disposition currently
exists. No accurate prediction can be made as to whether the
ICG will be involved in a consolidation or other transaction in
the foreseeable future, nor the amount which would be
realized. While several transactions and contracts involving
sales of significant portions of trackage were announced in
1985, and are anticipated to result in a net gain upon disposi-
tion, such transactions should not necessarily be deemed
indicative of the proceeds which may be realized from the
sale of other portions of the ICG. Depending on many factors,
the Company may realize amounts less than the book value
of the net assets, which amounted to $661.7 million at De-
cember 31, 1985.

The Company and its subsidiaries have certain contingent
liabilities arising from various pending claims and litigation on
a number of matters. While the amount of liability that may
result from these matters cannot be determined, in the opin-
ion of the Company counsel, the ultimate liability will not ma-
terially affect the consolidated financial position or results of
operations of the Company and its subsidiaries.

Sale of Tax Benefits

KAISER CEMENT CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

J (In Part): Leases, Commitments and Contingencies

In connection with the sale in 1982 of federal income tax
benefits, the Corporation is contingently liable to pay certain
amounts if the buyer were to lose certain tax benefits con-
templated by the sale. This contingent liability is supported by
a bank standby letter of credit which amounted to approxi-
mately $44,000,000 at December 31, 1985.

GAIN CONTINGENCIES

Operating Loss or Investment Credit
Carryforwards

AMERICAN MAIZE-PRODUCTS COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 6 (In Part): Income Taxes

income tax expense has been reduced by investment tax
credits of $2,196,000 in 1985, $1,344,000 in 1984 and
$955,000 in 1983. Since the initial public offering of AFC
common stock (see Note 2), the Company and AFC are re-
quired to file separate consolidated tax returns. The following
table summarizes net operating loss, investment tax and
other credit carryforwards at December 31, 1985 for each
taxable entity:

Dollars in thousands

Company AFC
Year of
Amount expiration

Net operating loss carry-
forwards................. $17,036

Investment tax and other
credit carryforwards....$ 1,321 1996 $ 882 1996
1,044 1998 — —
800 1999 992 1999
716 2000 1,664 2000

$ 3,881 $ 3,538

Year of
Amount  expiration

2000 $10,702 2000

NIKE, INC. (MAY)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 7 (In Part): Income Taxes

The Company has operating loss carryforwards for income
tax purposes available as deductions from future foreign tax-
able income expiring as follows:

Year Ending
May 31, Tax Basis Book Basis
(in thousands)

1988. . $ 569 $ 1,510

1989 . 334 296

1990........... [ 1,236 8,746

1997 e —_ —

1992 591 —

1993 e 82 68

unlimited...................... 6,417 5,356
$9,229 $15,976

The losses were principally generated by operations in Ja-
pan, Malaysia and Ireland. Utilization is contingent upon
these operations attaining sufficient income.
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PENTRON INDUSTRIES, INC. (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

14. Income Taxes:

The Company has net operating loss carryforwards for
Federal income tax purposes of $4,660,000 and financial
statement purposes of $4,365,000. If not offset against tax-
able income, $903,000 of the net tax operating loss will ex-
pire in 1997, $1,252,000 will expire in 1998, $1,821,000 will
expire in 1999 and $684,000 will expire in 2000. For financial
statement purposes, net deferred tax credits have been
eliminated based upon their expected amortization during the
loss carryforward period. Upon realization of the tax benefits
of the loss carryforward in subsequent periods, the amounts
eliminated from the deferred tax accounts, to the extent they
would not have reversed, would be reinstated.

Investment tax credit carryforwards of approximately
$56,000 are available to reduce future Federal income taxes.
The Company has also carried forward contribution deduc-
tions of $139,000 which will expire in the years 1986 through
1988. Tax credit and contribution deduction carryforwards
will result in reductions of income tax in the periods utilized.

THE PITTSTON COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

6 (In Part): Income Taxes

The Company has incurred net operating losses for U.S.
Federal income tax purposes which along with investment
tax credits are available as carryforwards to offset future tax-
able income. Future utilization of the tax carryforwards will
result in the reinstatement of deferred tax credits. At De-
cember 31, 1985, such losses and investment tax credits
aggregated approximately $163,900,000 and $29,400,000,
respectively, and expire as follows:

Net Investment

Operating Tax

Year Loss Credit

(In thousands)

1995, i, $ _ 6,000
1996..ccneiiiiiiiinnnns 19,000 4,800
1997 e 55,800 . 5,800
1998. ., 13,000 4,400
1999 49,500 5,300
2000........cccenininnnnnnn. 26,600 3,100
$163,900 29,400

PRATT-READ CORPORATION (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note G (In Part): Federal and State Income Taxes
The provision for income taxes is summarized as follows:

1985 1984 1983
Current
Federal..........cennenen. $(912,387) $ 5,831 $(9,896)
1+ |- J ORI 38,887 64,685 49,174
Deferred federal and state
income taxes.............. 48,983 180,195 16,563
$(824,517) $250,711 $55,841

At June 30, 1985 the Corporation had unused State of
Connecticut operating loss carryforwards of $3,498,000
available to reduce future taxable income, expiring as fol-
lows: $1,392,000 in 1989; and $2,106,000 in 1990. The po-
tential tax benefit of the net operating loss carryforward has
not been recorded for financial statement purposes because
of the uncertainty of realizing those benefits in the foresee-
able future. Investment tax credit carryovers of $40,000, ex-
piring in 2000, have been recognized for accounting pur-
poses, by a reduction of deferred tax credits. These credits
will be reinstated as the respective investment tax credit car-
ryovers are realized. Additionally the Corporation had chari-
table contribution carryforwards of $208,000 expiring in 1989
and 1990 available to reduce future taxable income.

TRIANGLE INDUSTRIES INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note K (In Part): Income Taxes

In connection with acquisitions, net operating loss
carryforwards of National Can’s foreign subsidiaries
($30,785,000) and Trafalgar Industries, Inc. ($19,649,000)
expire as follows (In thousands):

L L TN $ 3,649
L. 7 2PN $ 2,524
1988 it $ 5,167
L7 1 TSRt $ 4,638
Thereafter........c.ouvneneniiieiiiineieeieeieieenieenenene, $34,456

If such loss carryforwards can be utilized, any resulting
benefit will be recorded as retroactive adjustments in accord-
ance with the purchase method of accounting.

UNITED STATES SURGICAL CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note E (In Part): Income Taxes

Deferred taxes result from timing differences in the recog-
nition of revenue and expense for tax and financial statement
purposes.

At December 31, 1985 the Company had a capital loss
carryforward of $5,098,000 which expires in 1990, a net
operating loss carryforward of $7,204,000 which expires in
1998 and an investment tax credit carryforward of $260,000
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which expires in the year 2000, the benefits of which are
available for financial reporting purposes.

A capital loss carryforward of $3,556,000, net operating
loss carryforwards of $21,522,000 and investment tax and
research credit carryforwards of $11,959,000 and $656,000,
respectively, expire in the following years:

Net Investment
Capital Operating Tax Research

loss  Losses Credits  Credits
Dollars in thousands
Year Scheduled to Expire:
1990 ..., $3,556
1994....iiiieenns $ 766
1995, . 1,588
1996, 2,276 $ 38
1997 eeieeiieiieenns $ 7,000 1,921
1998, 7,137 1,647 172
1999 e, 7,385 1,703 136
2000.....cccccveniinnnens 2,059 310

$3.556 $21,522 $11,959 $656

Plaintiff Litigation

THE DOW CHEMICAL COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS
(dollars in millions, except per share)

Q (In Part): Commitments and Contingent Liabilities

On July 14, 1983, the Company terminated the General
Agreement with Consumers Power Company dated June 21,
1978, under which Consumers had agreed to supply process
steam to Dow’s Michigan Division upon completion of the
Midland Nuclear Facility. Concurrently, Dow filed suit in Mid-
land, Michigan Circuit Court seeking a declaratory judgment
that all obligations of Dow with respect to the General
Agreement are cancelled and discharged due to Consumers’
wrongful conduct or, alternatively, if Dow’s obligations have
not been completely cancelled and discharged that any ter-
mination payment under the General Agreement be substan-
tially reduced. Dow further seeks a declaration that it is owed
damages arising from Dow’s expenditures of more than $60
in reliance on Consumers Power's misrepresentations and
nondisclosures as well as such additional relief as the Court
deems proper. Consumers claims that Dow is obligated to
pay a termination fee of $460, in addition to money damages
for bad faith breach of contract. Trial commenced in Midland,
Michigan Circuit Court on October 9, 1984, and with numer-
ous scheduled recesses is still continuing. In the opinion of
Dow and its legal counsel, the ultimate amount of any such
liability is indeterminable at this time. Accordingly, Dow has
not recorded any provision for possible loss on the contract
termination.

THE GREYHOUND CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note J (In Part): Litigation and Claims:

A fidelity insurance claim was filed during 1985 for a
foreign Financial Group subsidiary as a result of illegal acts
by former employees. The claim is to compensate the sub-

sidiary for loan losses and foregone revenues, as well as
possible future revenue and loan losses related to its ship-
ping loans. The primary insurers have acknowledged liability
and agreed to pay their portion ($1,000,000) of the claim, and
representatives of the excess insurers have the claim under
review. Excess policies of Greyhound provide fidelity cover-
age for Greyhound and its subsidiaries of $49,000,000. Man-
agement believes that the ultimate recovery under this claim
will be substantial. Results for 1985 include $21,000,000 (not
subject to tax provision) or $.44 per share recorded as an
insurance receivable, representing a portion of losses pro-
vided to date. independent legal counsel of Greyhound has
opined that the possibility of recovery of less than the re-
corded amount is remote.

ZENITH ELECTRONICS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 11 (In Part): Litigation

On December 31, 1984, a fire damaged inventory and
equipment at the company’s monochrome display manufac-
turing facility in Taiwan. Losses due to business interruption
resulting from the fire have been largely recovered under an
insurance policy with the remaining amount claimed ex-
pected to be réceived in 1986. The company has brought suit
to recover $13.5 million in damage to inventory and equip-
ment against a property insurance carrier which has at-
tempted to deny coverage under its policy. The ultimate res-
olution of this matter will, in the opinion of management, have
no material effect on the company’s financial position.

Contingent Receivable
AMAX INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

23 (In Part): Contingencies and Commitments

At December 31, 1985, AMAX had a contingent benefit to
receive $30 million from BCL subject to certain conditions
relating to BCL cash flow over the next five years as indem-
nification for certain cash costs arising from the termination of
the matte purchase agreement and the resultant closure of
AMAX's Port Nickel refinery. To the extent they exceed cur-
rent and anticipated payments to BCL, receipts will be re-
corded as income when received.
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COMMITMENTS

Obligations to Maintain Working Capital or Restrict
Dividends

ASARCO INCORPORATED (DEC)

NOTES TO FINANCIAL STATEMENTS

8 (In Part): Debt and Available Credit Facilities
(in millions)

The Company’s revolving credit and long-term debt
agreements contain covenants relating to maintenance of
ratios for current assets to current liabilities, as defined under
the terms of the agreements, declaration of cash dividends,
limitation on the amount of debt and provisions requiring the
reduction of commitments and/or outstanding borrowings in
the event of the sale of stock of an associated company or a
major asset, as defined under the agreements. The most
restrictive of these covenants states that current assets must
not be less than 110% of current liabilities. At December 31,
1985, as defined, current assets were 141% of current
liabilities, no retained earnings were available for cash divi-
dends on common stock and additional debt was limited to
$113.2. Under terms of the agreements, the Company is
permitted to pay dividends on preferred stock through 1986.

Under the terms of its borrowing agreements, the Com-
pany is required to maintain tangible net worth in excess of
$675.0 through March 31, 1988, increasing slightly thereaf-
ter. The Company is also permitted to incur senior debt not to
exceed the lesser of 75% of tangible net worth or $650.0 until
March 31, 1988, and 65% of tangible net worth thereafter.
Beginning October 1, 1985, the Company is not permitted to
allow cumulative operating losses, as defined, less 50% of
the proceeds from the sale of common or preferred stock, to
exceed $70.0. Operating losses are defined as net losses
(less net income), excluding foreign exchange translation
gains or losses related to Asarco’s equity interest in M.L.M.
Holdings Limited, unusual items and extraordinary items.
Through December 31, 1985, cumulative operating losses,
as defined, amounted to $5.3.

The Company has also amended certain covenants con-
tained in its 778% Notes Agreement so that, through 1986,
the restrictive provisions for limitations on indebtedness, tan-
gible net worth, and operating losses will be the same as the
restrictive provisions in the $350.0 Revolving Credit Agree-
ment dated October 1985.

CRANE CO. (DEC)

FINANCIAL REVIEW

Long- and Short-Term Financing (In Part):

In the first quarter of 1985, following a tender offer, the
company acquired UniDynamics (see Acquisition). To fi-
nance the acquisition, the company entered into a
$170,000,000 bank loan. During October 1985, the company
issued $75,000,000 of 834% Convertible Senior Debentures
due 2005 and entered into a $75,000,000 revolving credit
agreement of which $40,000,000 was drawn down. Total
proceeds from these long-term obligations were used to refi-
nance the remaining balance of the $170,000,000 bank loan
which had been reduced by cash generated from operations

and received from the pension reversion. Covenants con-
tained in these long-term debt indentures (i) restrict payment
of cash dividends (ii) require the company to maintain work-
ing capital of at least $150,000,000 (iii) require a minimum
consolidated net worth of $100,000,000 which minimum will
increase by at least 40% of the annual Consolidated Net
Income (as defined) on a cumulative basis and (iv) restrict the
amount of funded debt which may be outstanding at any time.

At December 31, 1985, the aggregate amount of sub-
sidiary earnings available for dividends was $155,586,000.

THE FEDERAL COMPANY (MAY)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

5 (In Part): Long-Term Debt:

The retained earnings of The Federal Company are not
restricted as to the payment of dividends. However, under the
terms of certain loan agreements at June 1, 1985, approxi-
mately $110 million of the retained earnings of certain sub-
sidiaries are restricted as to the payment of dividends to the
parent company. .

NL INDUSTRIES, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS
(in thousands of dollars, except share amounts)

9 (In Part): Long-Term Debt

Under the terms of certain of the debt instrument
agreements, increases in total debt and the amount of re-
tained earnings available for cash dividend declarations are
restricted. Under the terms of the most restrictive agreement,
cash dividend declarations or increases in debt to finance
tangible assets are limited to $530,600 or increases in debt to
finance intangible assets and investments in partially-owned
companies are limited to $265,300 at December 31, 1985.

In addition, the Company must maintain consolidated work-
ing capital of at least $150,000 and a current ratio (as de-
fined) of 1.35.

WALGREEN CO. (AUG)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Long-Term Debt (In Part):

Under the most restrictive covenants of the Company's
debt agreements: (a) $279,702,000 of the consolidated re-
tained earnings at August 31, 1985 is available for payment
of cash dividends, or for repurchase of the Company's stock,
and (b) consolidated net working capital, as defined, must be
at least $85,000,000. Consolidated net working capital, as
defined, was $330,455,000 at August 31, 1985.

Capital Expenditures

BECTON, DICKINSON AND COMPANY (SEP)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note J (In Part): Leases and Other Commitments

As of September 30, 1985, the Company had entered into
certain commitments for future capital expenditures relating
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to an office building and site development in Franklin Lakes,
New Jersey, aggregating $33,000,000 which will be ex-
pended over the next year.

CONSOLIDATED PAPERS, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

10. Commitments.

As of December 31, 1985, the company had capital ex-
penditure purchase commitments outstanding approximating
$99,395,000. This amount includes commitments associated
with the construction of the company’s new paper machine.
The total cost of this machine is estimated to be $215 million.

HAMMERMILL PAPER COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

Plant Construction Commitments

In late 1984, the company began construction on a $255
million expansion project at its Riverdale plant in Seima,
Alabama. The expansion is scheduled to be completed in
stages through the spring of 1987. As of December 29, 1985,
the company had entered into various purchase or construc-
tion commitments for this project, portions of which were not
completed at that date and not reflected in the financial
statements. These unrecorded commitments amounted to
approximately $103 million at December 29, 1985, including
commitments of $45 million which were entered into in 1985.

MEREDITH CORPORATION (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

10 (In Part): Commitments and Contingencies

The Company is committed to spend approximately
$4,300,000 on capital projects. Of this amount, $2,395,000 is
committed to complete the remodeling of a Des Moines,
lowa, building and the installation of a new telephone system
for all Des Moines-based operations. The remaining expendi-
tures are for normal equipment replacements and equipment
improvements at various Company facilities.

MURPHY OIL CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note N (In Part): Commitments

Commitments for capital expenditures were approximately
$190,000,000 at December 31, 1985. Commitments include
$121,129,000 for the balance due under contracts and ancil-
lary agreements between ODECO and a Korean shipyard for
construction of two deep-water, semi-submersible drilling
barges. The contracts provide for periodic payments during
construction equal to 15% of the contract price and for long-
term, post-delivery loans to be arranged by the shipyard for
the remaining 85%. The loans will be repayable in 16 equal,
semiannual payments beginning two and one-half years after
delivery (presently scheduled for November 1986 and April
1987) and will bear interest at a fixed 10% annual rate pay-
able semiannually commencing six months after delivery.

Amounts financed may be prepaid without penalties. The
agreements also provide for cash payment options in lieu of
shipyard financing. In connection with the financing, ODECO
entered into a credit agreement with banks which provides for
issuance of letters of credit and requires payment of fees
ranging from ¥4% to 2% on outstanding commitments.

TOSCO CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS

14 (In Part): Commitments and Contingencies

Tosco, as of December 31, 1985, had committed to spend
approximately $560,000 for supply, refining and marketing
projects now under construction. In addition, Tosco has
committed to spend approximately $10,000,000 to upgrade
facilities related to an $89,000,000 cogeneration plant and
sludge drying facility at Tosco’s Avon Refinery. The plant,
which is currently under construction and is expected to be in
operation in early 1987, will be built, owned and operated by
a third party.

Unconditional Purchase Contracts

KAISER ALUMINUM & CHEMICAL CORPORATION
(DEC)

NOTES TO FINANCIAL STATEMENTS
Millions of dollars, except share amounts

13 (In Part): Commitments and Contingencies

The corporation also has long-term agreements negotiated
as part of arranging financing for certain joint ventures of
which it is a member. These contracts include agreements for
the purchasing and tolling of bauxite into alumina by Queens-
land Alumina Limited (Australia) (28.3% owned); for the pur-
chasing of alumina from Alumina Partners of Jamaica (50.0%
owned); and for the purchasing and tolling of alumina into
aluminum by Boyne Smelters Limited (Australia) (20.0%
owned). These obligations expire in 2008, 2021, and 2007,
respectively. Under the agreements, the corporation is un-
conditionally obligated to make payments sufficient to pay its
proportional share of debt, operating, and certain other costs
of those joint ventures. The aggregate minimum amount of
required payments at December 31, 1985, is $329.0 ($23.1,
1986; $89.2, 1987; $17.4, 1988; $20.8, 1989; $40.9, 1990;
$137.6 thereafter). The corporation’s share of payments, in-
cluding operating costs and certain other expenses under the
agreements, was $146.9, $178.1, and $152.6 in 1985, 1984,
and 1983.
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THE QUAKER OATS COMPANY (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 10 (In Part): Leases and Other Long-Term Commit-
ments

The Company is obligated by contract to purchase
specified finished goods for resale. The contract expires in
fiscal 1987. Aggregate amounts purchased under this con-
tract were $20.1 million in fiscal 1985. The aggregate amount
of future required payments as of June 30, 1985 is as follows:

Millions of Dollars... 1986 1987 1988 1989 1990 Later Total
Total payments....... $5.9 $6.3 $— $— $— $—$12.2

TENNECO INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

13 (In Part): Commitments and Contingencies
Purchase Obligations

At December 31, 1985, Tenneco had invested $56 million
in certain joint ventures. In connection with the financing
commitments of these ventures, Tenneco has entered into
unconditional purchase obligations of $494 million ($275 mil-
lion on a present value basis). Tenneco’s annual obligations
under these agreements are $35 million, $35 million, $34
million, $34 million and $33 million for the years 1986, 1987,
1988, 1989 and 1990, respectively. Payments under such
obligations, including additional purchases in excess of con-
tractual obligations, were $55 million, $71 million and $89
million for 1985, 1984 and 1983, respectively. In connection
with the Great Plains coal gasification project, Tenneco has
contracted to purchase 30% of the plant’s estimated produc-
tion of 125 million cubic feet per day of synthetic gas at prices
tied to competitive fuels for a period of 25 years.

Other Purchase Contracts
ARMCO (DEC)

NOTES TO FINANCIAL STATEMENTS
(Dollars in millions, except per share amounts)

Note 10 (In Part): Commitments and Contingencies

Armco has agreed to purchase approximately 15,600,000
tons of iron ore at competitive prices from a Brazilian iron ore
company. Under this agreement, Armco will purchase its an-
nual requirements of sinter feed ore and take annual
minimum deliveries of 200,000 tons of iron ore pellets.

CAPITAL CITIES/ABC, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

9. Commitments

The Company (excluding ABC and disposed operations)
has entered into agreements for future delivery of syndicated
and feature film programming for its television stations, which
aggregate $10,881,000, payable from 1986 through 1990.

At December 28, 1985, ABC is obligated for payments for
the purchase of broadcast rights to various feature films,
sports events and other programming aggregating approxi-
mately $1.8 billion.

MOSINEE PAPER CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

10 (In Part): Commitments, Contingencies, Litigation, and
Related Party Transactions

The Company is committed under agreements with two
executive officers to repurchase 62,510 shares of common
stock including 12,100 shares purchased in 1981 at the pre-
vailing market price less $6.20 per share and 50,410 pur-
chased in 1979 at the prevailing market price less $5.17 per
share. The repurchase commitment, if exercised on De-
cember 31, 1985, would have amounted to approximately
$813,000. On January 22, 1986 an additional 5,000 shares
were purchased by the Company at the prevailing market
price less $5.17 per share.

SCM CORPORATION (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in thousands, except per share amounts)
Commitments and Other Matters:

To assure a long-term supply, SCM has committed to pur-
chase a certain raw material used in the chemicals business
during fiscal years 1988 through 1997, inclusive. At the base
price as of June 30, 1985, this commitment would approxi-
mate $15,000 per year. The base price is subject to adjust-
ment for price escalations, as defined in the contract, at the
date of delivery.

In the ordinary course of business, SCM has litigation in
process which management believes will not have a material
effect on SCM’s financial statements.

Hedge Contracts

WALT DISNEY PRODUCTIONS

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

3 (In Part): Borrowings (in thousands)
Term Loans

During 1985, the Company refinanced its Japanese yen
term loan, lowering the interest rate from 8.60% to 7.30% and
extending it through 1995. In addition, the Company issued
9.125% ECU (European Currency Unit) notes due March 29,
1995 for ECU 80 million, or $62.4 million. Concurrent with the
completion of this offering, the Company entered into a for-
ward exchange agreement with a financial institution which
effectively converts the ECU notes into Japanese yen equiva-
lents. The resulting 6.565% yen borrowing is due March 29,
1995 and payable in semi-annual installments commencing
March 29, 1990. The Company previously had entered into
another forward exchange agreement which effectively con-
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verted $50 million of the $75 million 12.50% Eurodollar notes
into yen equivalents. This 7.40% yen borrowing is due March
14, 1989 with interest payable annually. The Company has
hedged all yen borrowings by designating its cumulative yen
royalty receipts from Tokyo Disneyland and other Japanese
royalty sources to service principal and interest yen pay-
ments, thus offsetting the impact of exchange rate fluctua-
tions.

Term loans and notes payable, excluding Eurodollar notes,
mature as follows: $20,900-1986; $7,600-1987; $7,800-
1988; $18,900-1989; $8,100-1990; and $110,600 thereafter.

OWENS-CORNING FIBERGLAS CORPORATION

SUMMARY OF SIGNIFICANT ACCOUNTING POLI-
CIES

Foreign Operations

Forward exchange contracts are purchased to hedge
against currency fluctuations affecting operations of certain
foreign subsidiaries. Realized and unrealized gains and
losses on these contracts are recorded in income currently
except that gains and losses on contracts to hedge specific
foreign currency commitments are deferred and accounted
for as part of the commitment transaction.

SUN COMPANY, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Summary of Significant Accounting Policies (In Part):
Futures Contracts

Gains and losses on commodity and financial futures con-
tracts are accounted for in accordance with Statement of
Financial Accounting Standards No. 80, “Accounting for Fu-
tures Contracts.” Sun periodically uses commodity futures
contracts to hedge the impact of price fluctuations on its oil
requirements and financial futures contracts to hedge the risk
associated with interest rate fluctuations on its variable rate
debt. Gains and losses on commodity futures hedge con-
tracts are deferred until recognized in income when oil is sold
while those hedge contracts related to interest rate fluctua-
tions are deferred and recognized in income over the period
being hedged.

TEXTRON INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

7 (In Part): Debt and Credit Facilities

Textron has entered into interest rate exchange
agreements, over periods ranging from 1 to 6 years, which
had the effect of fixing the rate of interest on approximately
$423 million of variable interest rate borrowings at December
28, 1985 at approximately 10.9%. Net amounts due under
these contracts increased interest expense by approximately
$8.1 million in 1985. These agreements expire as follows:
$190 million in 1986; $50 million in 1987 and $183 million
thereafter.

Employment Contracts
ANADITE, INC. (OCT)

NOTES TO FINANCIAL STATEMENTS

(4) Commitments

The Company has an employment agreement with an of-
ficer which extends to March 31, 1989, that provides for a
minimum annual salary (currently $134,000 through April 1,
1986) and annual increases of an amount equal to 10% of the
prior year's salary level. The agreement also provides for the
accrual of deferred compensation for the benefit of the officer
in an amount equal to 50% of the salary paid to the officer
each year. At the request of the officer, the 10% increases
scheduled April 1, 1982, and April 1, 1983, were not effected
(both with respect to the salary and the deferred compensa-
tion); a 10% increase was effectuated on both April 1, 1984
and 1985, bringing the officer's annual salary to $111,000.
Further, the agreement provides for an incentive award equal
to varying percentages of incentive earnings, as defined.
There were no incentive awards earned in 1985, 1984 or
1983.

CONCORD FABRICS INC. (AUG)

NOTES TO FINANCIAL STATEMENTS

(Note J)—Employment Contracts:

(1) The Company’s employment contracts with four offi-
cers, an officer of a subsidiary and a senior executive provide
for basic annual salaries aggregating $725,000 a year plus
additional compensation based on earnings (as defined); the
contracts expire at various dates through 1989. Additional
compensation earned for the years ended September 1,
1985, September 2, 1984 and August 28, 1983 aggregated
$22,000, $555,000 and $220,000, respectively.

(2) In June 1982, one of the aforementioned officers ex-
tended the term of his employment agreement from 1985 to
1989 at no increase in salary. In consideration thereof, the
Company loaned the officer $300,000 without interest. An-
nual repayments will be due through the expiration date of
the employment agreement.

PALL CORPORATION (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 11 (In Part): Contingencies and Commitments

Since fiscal 1972, the Company has had employment
agreements with its principal officers. Such agreements have
been revised from time to time. The agreements provide for
minimum salary levels, adjusted annually for cost-of-living
changes, as well as for incentive bonuses which are payable
if specified management goals are attained. The aggregate
commitment for future salaries at August 3, 1985, excluding
bonuses, was approximately $5,900,000.
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Additional Payments Related to Acquisitions

ACME-CLEVELAND CORPORATION (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note B—Acquisitions

On October 2, 1984, the Corporation acquired all of the
outstanding common shares of Communications Technology
Corporation and subsidiaries (“CTC”) for $33,000,000 in
cash. CTC, located in Los Angeles, California, is engaged in
the business of developing, manufacturing and selling tele-
communications equipment. The acquisition has been ac-
counted for as a purchase and, accordingly, the purchase
price of $33,300,000 (including other direct costs of $300,000
for the acquisition) was allocated to the assets and liabilities
based on their fair values at acquisition date. The remaining
unallocated purchase price was recorded as goodwill and is
being amortized over 40 years using the straight-line method.
In fiscal year 1985, the consolidated financial statements re-
flect CTC's operations since October 2, 1984. Assuming that
the acquisition of CTC had occurred at the beginning of each
period presented below, pro forma condensed consolidated
results from continuing operations would have been as fol-
lows:

(In thousands, except
per share data)

1984 1983
Net Sales ...vvvnrieiiiiieeiieeneaenes $196,000 $170,000
Earnings (10SS) ....cuvvveninieiinninierinnnes 511 (22,616)
Earnings (loss) per Common Share.......... $.04 ($5.25)

The purchase agreement provides that the purchase price
of CTC could be increased to a maximum of $38,500,000 in
cash, (or $40,000,000 if such contingent amounts were paid
with notes), if CTC consolidated net earnings for the year
ended February 28, 1985 achieved a specific level. Man-
agement of the Corporation believes CTC consolidated earn-
ings did not reach the specific level and that no additional
purchase payment is due. However, this view is presently
being disputed by certain selling shareholders of CTC. Any
additional payout would increase goodwill.

CENTRONICS DATA COMPUTER CORP. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

12 (In Part): Commitments and Contingencies
Additional Shares

On January 17, 1985, the Company executed an Assets
Purchase Agreement (“Agreement”) pursuant to which it ac-
quired certain assets with a net book value of approximately
$1.5 million of Trilog, Inc. for approximately $1.8 million. The
Agreement further provided for additional consideration
equal to the amount by which the sum of 3.5% of the net
sales by the Company of Trilog products and 50% of the
royalties received by the Company related to Trilog products
exceeds $200,000 during the four year period subsequent to
the closing date; except that any additional consideration
payable in excess of $700,000 shall equal the sum of 2.25%
of the net sales of Trilog products plus 50% of the royalties.
The maximum consideration payable to Trilog, Inc. is

$5,000,000. The additional consideration, if any, shall be
payable at the Company’s option in cash or in marketable
shares of the Company’s common stock. Additional consid-
eration, if any, will be recorded as an increase to tangible
assets and goodwill.

INTERNATIONAL BUSINESS MACHINES
CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Satellite Business Systems

MCI Communications Corporation and IBM have signed an
agreement under which MCI will acquire substantially all of
the assets and operations of Satellite Business Systems in
exchange for approximately 47 million shares of MCI com-
mon stock, which IBM agrees to retain for a minimum of three
years. At December 31, 1985, the value of the SBS assets to
be exchanged was $418 million. Completion of the transac-
tion is subject to approval by the Federal Communications
Commission and review under provisions of the Hart/Scott/
Rodino Act. In addition, IBM has agreed that it will, under
certain conditions, invest an additional $400 million in MCI
between September 1, 1986 and December 31, 1988.

IBM and Aetna Life & Casualty had previously reached
agreement for IBM to acquire Aetna’s interest in SBS, effec-
tive June 30, 1985. In addition to certain cash payments and
other considerations, Aetna may receive a future payment
from IBM which is dependent on the market value of MCi
common stock at the time the MCI transaction is concluded,
up to a maximum of $98.6 million. Has this transaction taken
place on December 31, 1985, the contingent payment would
have been approximately $30 million.

IBM's investment in SBS is accounted for by the equity
method, and is included in investments and other assets in
the consolidated statement of financial position.

Sales Agreements

TONKA CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(In millions except share and per share data)

Note Six—Assets Identified for Sale

During 1984, the Tonka corporate offices and manufactur-
ing facilities located in Spring Park and Mound, Minnesota
were identified for sale. These facilities were sold in Feb-
ruary, 1985, for approximately $5.0 in cash.

Under the sale agreement, the buyer has a conditional
right to rescind the transaction with respect to the Mound,
Minnesota property in the event certain terms and conditions
are met. This conditional right to rescind exists until February,
1988. In the event the right to rescind is exercised, the Com-
pany will pay the buyer the sum of $2.0 and the buyer will
transfer the Mound property back to the Company. No mate-
rial gain or loss has been recorded in 1985 as a result of the
sale.
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THE TIMES MIRROR COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note S—Pending Dispositions of Assets

The company has agreed to sell the assets of television
stations WHTM-TV, Channel 27, Harrisburg, Pennsylvania;
WSTM-TV, Channel 3, Syracuse, New York; and WETM-TV,
Channel 18, Elmira, New York, to Smith Acquisition Corp.
The purchase price is $79 million in cash. The sale, which is
expected to result in a gain, is subject to clearance with ap-
propriate government agencies and the completion of certain
contractual matters. It is expected to be completed in mid-
1986.

Production Agreement

G. HEILEMAN BREWING COMPANY, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 6 (In Part): Commitments and Contingent Liabilities:

Production Agreement—In connection with the 1983 ac-
quisition of certain brewing facilities and other assets of
Pabst Brewing Company (see Note 2), the Company entered
into a five year contract brewing arrangement under which
the Company is required to produce a specified number of
barrels of beer for Pabst during the period from March, 1983
through March, 1988. On a calendar year basis, the required
minimum number of barrels are as follows: 2,520,000 in
1983; 3,000,000 in 1984; 2,730,000 in 1985; 2,430,000 in
1986; 2,130,000 in 1987 and 420,000 in 1988.

Computer Services Agreement

CYCLOPS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS
Note (In Part): Leases and Special Agreement

In 1985, the Silo Division entered into an agreement with a
service company to provide computer services to the division
through 1991. The agreement requires an approximate an-
nual payment of $3,700,000. This service replaced internal
computer services.

Facilities Agreement

TYSON FOODS, INC. (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 8 (In Part): Lease Commitments and Facilities
Agreement

Facilities Agreement
During 1984, the Company entered into an agreement to

provide swine-rearing facilities, consisting of both owned and
leased properties, to a syndicated limited partnership for a
fixed annual fee; facility fee income for 1985 and 1984
amounted to $6,358,705 and $193,650, respectively. The
agreement is for a three-year period ending in 1987. Remain-
ing minimum fees to be received aggregate $12,802,800.

SUBSEQUENT EVENTS

Events or transactions which occur subsequent to the bal-
ance sheet date but prior to the issuance of the financial
statements and which have a material effect on the financial
statements should be either reflected or disclosed in the fi-
nancial statements. Section 560 of Statement on Auditing
Standards No. 1 sets forth criteria for the proper treatment of
subsequent events.

Table 1-12 classifies disclosures of subsequent events in-
cluded in the 1985 annual reports of the survey companies.

Examples of subsequent event disclosures follow.

Debt Incurred, Reduced or Refinanced

AMERICAN STORES COMPANY (JAN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Debt (In Part):

Subsequent to February 1, 1986, the Company entered
into an agreement with a group of banks providing a
$300,000,000 unsecured revolving credit facility which ex-
pires in 1989. This agreement can be extended by mutual
consent. Interest rates are established at the time of borrow-
ings through three different pricing options, one of which is
the prime interest rate. Terms of the revolving credit facility
provide for borrowings from the participating banks or borrow-
ing through issuance of commercial paper supported by the
facility. At February 1, 1986, there were $55,000,000 in
short-term notes which the Company classified as long-term
under this agreement.

CAMPBELL SOUP COMPANY (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Notes Payable and Long-Term Debt (In Part):

Subsequent to the fiscal year-end, on September 4, 1985,
the Company issued $100 million of 1012%, 10-year notes
payable in the Eurobond market. The proceeds will be used
for general corporate purposes, which may include the re-
payment of existing debt.

INLAND STEEL COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 2 (In Part): Borrowing Arrangements

In February, 1986, the Company negotiated an agreement
in principle for a new bank credit facility which, when effec-
tive, will replace the lines of credit and revolving credit
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TABLE 1-12: SUBSEQUENT EVENTS

Number of Companies
1985 1984 1983 1982

Debt incurred, reduced or

refinanced.................. 61 39 42 42
Business combinations pend-

ing or effected............ 49 51 40 42
Capital stock issued or pur-

chased............ccoee. 30 9 17 22
Litigation ..........ccevvennns 27 15 25 29
Discontinued operations..... 26 37 24 32
Stock splits or dividends .... 15 6 12 17
Stock purchase rights ....... 15 — — —
Other—described ........... 58 38 43 41

agreement now in effect and would contain a convenant to
maintain consolidated tangible net worth of at least $850 mil-
lion. This agreement is expected to be documented and exe-
cuted in March, 1986. While the Company can provide no
assurance that the new credit arrangement will be consum-
mated, management believes that the probability of the ar-
rangement not being consummated is remote. This new
five-year revolving credit/term loan arrangement between
Joseph T. Ryerson & Son, Inc., a wholly owned subsidiary of
the Company, and a group of banks will provide for borrow-
ings of up to $200 million through December 31, 1986 and up
to $150 million thereafter. It will provide for a lien on certain
Ryerson inventories and receivables as well as a guarantee
by the parent company. The revolving loan period will extend
three years from the effective date and the loan will then be
payable in four semi-annual installments. Interest on borrow-
ings will not exceed the prime rate during the initial two years
or prime rate plus ¥4 percent in the last three years. There will
be a commitment fee of Y2 percent per annum on the unused
amount of the facility. The agreement will limit certain trans-
actions with members of the affiliated group and will include
tangible net worth and indebtedness ratio covenants both for
Ryerson and for the Company on a consolidated basis.

At December 31, 1985, $197 million of caster financing
was outstanding (all classified as long-term) of which $125
million was being financed by supplier-provided construction
loans, $55 million by bank loans, and $5 million by commer-
cial paper, with the remaining approximately $12 million at-
tributable to a lease of caster cranes. At December 31, 1985,
the average interest rate on these borrowings was approxi-
mately 9 percent. The Company pays a commitment fee on
the unused portion of the supplier-provided credit until the
completion of the project. Borrowings are secured by a mort-
gage on the facility.

On March 7, 1986 the Company entered into a sale and
leaseback arrangement for two continuous casters compris-
ing the principal portion of the caster project which is ex-
pected to be completed in April 1986. Of the total project cost,
approximately $190 million of the caster project is expected
to be financed by the lease and approximately $57.5 million
by an available supplier-provided long-term loan. The lease
has a term of approximately 15 years and will require pay-
ments of approximately $10 million in 1986 and approxi-
mately $20 million annually thereafter. The long-term loan is
payable in equal annual installments of principal and interest
over a period of 15 years. In connection with these leveraged

lease arrangements, the Company has undertaken sepa-
rately to secure the owner-lessor by pledging certain Ryerson
inventories. These arrangements are subject to the con-
tinued maintenance by the Company of a surety bond or
letter of credit, in an initial amount of $105 million, declining
over the life of the loan.

INTERNATIONAL HARVESTER COMPANY (OCT)

NOTES TO FINANCIAL STATEMENTS

2 (In Part): Subsequent Events

During 1985, the Company initiated actions designed to
reduce further its private lender debt and to redeploy under-
utilized assets of the Company’s wholly-owned non-
consolidated finance subsidiaries previously used principally
to acquire receivables related to the Company'’s agricultural
equipment business.

In November 1985, the Company registered $150 million of
14v2% Senior Sinking Fund Debentures (Senior Deben-
tures). The Company contributed $25 million principal
amount of Senior Debentures to its pension plans and sold
the remaiping $125 million to the public. Of the net proceeds
received by the Company from the sale of the $125 million
principal amount of Senior Debentures, $100 million was
used to permanently reduce the amount available under the
Company’s private lender revolving credit facility to $250 mil-
lion. The remaining $25 million will be used for general corpo-
rate purposes.

INTERNATIONAL MINERALS & CHEMICAL
CORPORATION (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Lines of Credit

IMC had unused short-term domestic and foreign bank
lines of credit at June 30, 1985, totaling $147.6 million. Bor-
rowings under these lines bear interest rates generally ex-
tended to prime borrowers, and the lines are cancellable at
any time. In addition, IMC has a revolving credit agreement
with a number of banks. Under the agreement, a maximum of
$50 million could have been borrowed at the prime rate. A
commitment fee was paid for the unused portion. There were
no borrowings under this agreement through June 30, 1985.

Subsequent to June 30, 1985, IMC obtained commitments,
subject to negotiation of definitive agreements, from groups
of banks for committed credit facilities aggregating $700 mil-
lion. The terms of the agreements are expected to be five
years, with interest rates generally ranging from LIBOR plus
approximately two-tenths of one percent to a U.S. bank’s
prime rate. A commitment fee will be payable for the unused
portion. When final agreements are reached, IMC intends to
cancel the aforementioned $50 million revolving credit
agreement.
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KAISER ALUMINUM & CHEMICAL CORPORATION
(DEC)

NOTES TO FINANCIAL STATEMENTS
(Dollars in Millions)

16. Subsequent Financing Agreements

In March 1986, the corporation entered into a new credit
agreement with banks holding approximately $1,008.0 of the
corporation’s outstanding debt, providing for an extension of
the debt as a term loan maturing December 31, 1992, and the
establishment of a $165.0 revolving credit facility which ex-
pires December 31, 1989. Under this refinancing which, sub-
ject to certain conditions, is expected to close in late March
1986, the corporation is required to make a term loan princi-
pal payment of $25.0 in 1986 and minimum quarterly princi-
pal payments of $12.5 during 1987, $18.8 during 1988, and
$25.0 during 1989-1992. The maximum aggregate amount
of loans under the above term loan and revolving credit facil-
ity may not exceed $825.0 and $725.0 on and after De-
cember 31, 1987 and 1988.

The amount of loans outstanding under the new agree-
ment together with certain other obligations of the corporation
will be secured by a pledge of collateral inciuding principal
domestic facilities, inventories, accounts receivable, and
notes receivable. The capital stock of Kaiser Energy, Inc.,
and Kaiser Aluminum Europe Incorporated will be pledged as
collateral, and commencing July 1, 1986, the capital stock of
Kaiser Development Company, owned by the corporation
and its affiliates, will also be pledged as collateral.

The loans bear interest according to a pricing formula,
which gives the corporation the option of using either (or a
combination of) a Prime rate or a Euro-rate. Under the for-
mula, the average interest rate, assuming $1,008.0 outstand-
ing, would be approximately 2% above Prime rate or 1.5%
above the Euro-rate until December 31, 1987. The corpora-
tion must pay commitment fees of 2% per annum on the
unused portion of the revolving credit amount.

Under the new agreement, the more restrictive provisions
require that the corporation maintain: (i) consolidated working
capital (amount by which current assets exceed current
liabilities excluding any short-term payments required in ex-
cess of scheduled maturities under the agreement and the
short-term portion of any revolving loans) of $310.0 (with
credit given for unused revolving credit capacity); (ii) consoli-
dated net worth of $1,000.0 through December 31, 1988, and
$1,100.0 thereafter; (iii) total consolidated indebtedness
(consolidated borrowings plus capitalized lease obligations
and certain guarantees less any subordinated or non-
recourse debt) at less than $2,080.0, $2,060.0, $1,650.0, or
$1,550.0 any time during the years ending on December 30,
1986, 1987, 1988, and 1989 and thereafter, respectively; and
(iv) a ratio of consolidated indebtedness to consolidated total
capital (consolidated indebtedness plus consolidated net
worth) of not more than the following percentages: 66.0%,
63.5%, 60.0%, 55.0%, and 52.5% at the end of each fiscal
quarter during 1986, 1987, 1988, 1989, and 1990-1992, re-
spectively. There are restrictions on liens, mergers, transac-
tions with affiliates, common stock dividends and stock re-
purchases, issuance of preferred stock, investments (includ-
ing acquisitions), capital expenditures, and equipment
leases.

In connection with the corporation’s new credit agreement
with its banks, it is expected that the First Mortgage Bond

Indenture will be amended to: (i) provide that the First Mort-
gage Bondholders share in the proceeds of certain asset
sales and financings; (ii) increase the interest rate on the
bonds by 2% per annum; and (iii) generally conform the fi-
nancial covenants of the First Mortgage Bond Indenture to
those of the credit agreement. In addition, it is expected that
the First Mortgage Bonds will share in the collateral to be
granted to the banks pursuant to the new credit agreement.

The corporation is required to prepay debt and other obli-
gations from the net cash proceeds of asset dispositions as
follows: 85% of the first $200.0; 70% of the next $200.0; 55%
of all subsequent amounts. This provision does not apply to
sales of assets in the ordinary course of business. The corpo-
ration is also required to prepay debt and other obligations
equal to 53.13% of the first $80.0 of net cash proceeds from
the sale of equity and 53.13% of the net cash proceeds from
the sale of subordinated debt. The aggregate required pre-
payment from sales of equity and subordinated debt will not
exceed $58.8. The bank credit agreement provides, and the
expected amendment to the First Mortgage Bond Indenture
will provide, for the allocation of these prepayments among
the corporation’s bank debt, First Mortgage Bonds, and cer-
tain other obligations.

J.P. STEVENS & CO., INC. (OCT)

NOTES TO FINANCIAL STATEMENTS

Note G (In Part): Financing Arrangements and Debt

On December 10, 1985, the Company entered into a new
Revolving Credit Agreement with Bankers Trust Company
and Chemical Bank, as co-Agents, The Bank of New York,
Citibank, N.A., and Manufacturers Hanover Trust Company.
The agreement provides for revolving credit loans of up to
$350,000,000, with each of the five banks lending an equal
percentage of any outstanding loans. Such funds are avail-
able for general corporate purposes, except in the event of
certain changes in stock ownership or Board membership; in
such event, the banks may require outstanding borrowings to
be repaid. The Company, at its option, may borrow at prime,
Eurodollar or CD-based interest rates. The Agreement ex-
pires on December 10, 1988. This new Revolving Credit
Agreement replaces the Company's previous $150,000,000
agreement, dated June 1, 1981, and amended on July 15,
1983, which was terminated at the Company’s option on De-
cember 13, 1985.

TOSCO CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS

15 (In Part): Subsequent Events
Restructuring of Long-Term Debt

In March, 1986, Tosco reached an agreement in principle
with its Banks that provides for amendments to its present
bank agreement. The agreement in principle provides,
among other matters, that certain maturities of debt will be
extended from January 1, 1987 to August 1, 1987; that cash
interest payments through July, 1986 will not be required to
be paid in cash; that Tosco will pay to the Banks a minimum
of $33,000,000 from sales of assets and operating cash flows -
by July 31, 1986, including all of the proceeds from the pro-
jected sale of the Bakersfield Refinery; and that Tosco will
pay to the Banks all proceeds derived from the note received
in connection with the sale of the El Dorado Refinery (Note
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2). In addition, the agreement in principle provides that the
Banks will forgive interest accrued on the debt by an amount
equal to principal payments made from excess cash flow
from operations (not including asset sales proceeds) through
July 31, 1986. While Tosco expects that the agreement in
principle with its Banks will become effective, there is no
assurance that all the conditions precedent to the closing of
the agreement will be met.

In connection with the agreement in principle with the
Banks, Tosco and Phillips have agreed to enter into an
amended agreement which will reduce the Phillips credit line
from $30,000,000 to $25,000,000 and provide Phillips with
continued security interests in substantially all of the assets
of Tosco. Phillips and the Banks have also agreed to amend
their intercreditor agreement concerning their respective se-
curity interests in Tosco’s assets.

TRIANGLE INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note R—Subsequent Event

In January 1986, the Company consummated a public of-
fering of $172,500,000 of its 8%6% Convertible Senior Subor-
dinated Debentures due 2011 and 2,990,000 shares of its
$2.22 Cumulative Convertible Preferred Stock. The Conver-
tible Debentures are convertible into an aggregate of
9,324,324 shares of Common Stock at a price of $18.50 per
share, and the Convertible Preferred Stock is convertible into
an aggregate of 4,095,890 shares of Common Stock at a
price of $18.25 per share, subject in each case to adjustment
in certain events.

The net proceeds to the Company from the sale of such
securities were $232,890,000. The Company used a portion
of the net proceeds to repurchase, for an aggregate of
$27,010,000, 200,000 shares of its $14.00 Preferred Stock
and all the outstanding warrants to purchase an aggregate of
19.9% of National Can’'s common stock and to acquire from
National Can $175,000,000 of 876% Cumulative Preferred
Stock of National Can. The balance of the net proceeds will
be used by the Company for general corporate purposes.

As part of a general plan of recapitalization, the Company
is in the preliminary stages of refinancing substantially all of
the debt incurred in the acquisition of National Can, the “Na-
tional Can Funded Debt.” It is anticipated that such a re-
financing will result in significantly lower interest costs and
provide the Company with increased operating flexibility.

The indentures under which the National Can Funded Debt
(other than the increasing Rate Senior Notes) were issued
prohibit the redemption of such debt prior to 1988. The In-
creasing Rate Senior Notes may be currently redeemed at
par plus accrued interest to the redemption date. Accord-
ingly, the Company and National Can will be required to
reach negotiated terms for the repurchase of any National
Can Funded Debt other than the Increasing Rate Senior
Notes. The early retirement of such debt may result in an
extraordinary charge against earnings.

Busihess Combinations
ADAMS-MILLIS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Subsequent Events

On February 12, 1986, the Company signed a letter of
intent to purchase Maro Hoisery Corporation for $36 million,
in a transaction to be accounted for as a purchase. The ac-
quisition, which is expected to be effected during the second
quarter of 1986, is subject to a number of conditions common
to transactions of this type such as the execution of a defini-
tive purchase agreement and the approval of the required
government agencies and the five shareholders of Maro. The
Company plans to borrow the funds required for the acquisi-
tion from one or more financial institutions. For the fiscal year
ended June 30, 1985 Maro had net sales of $73.7 million,
and pretax earnings of $8.3 million which would equate to net
earnings after taxes of $4.4 million.

AVON PRODUCTS, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Proposed Merger

On January 22, 1986, the Company and The Mediplex
Group, Inc. (“Mediplex”) signed merger agreements under
which Mediplex will become a wholly owned subsidiary of the
Company. Under the agreements the Company will acquire
all of the outstanding common stock of Mediplex for approxi-
mately $182 million in cash and $25 miillion in notes. Options
to acquire approximately 650,000 shares of Mediplex com-
mon stock will be purchased for about $11 million. The
merger agreements also provide for contingent payments of
up to $61 million based on the annual earnings increases of
Mediplex over the next three years.

The purchase is subject to the approval of the sharehold-
ers of Mediplex at a special meeting to be held during April
1986. The transaction will be accounted for as a purchase.
Mediplex reported net revenues of $52.0 million and net earn-
ings of $7.3 million in the nine months ended September 30,
1985.

BELL & HOWELL COMPANY (DEC)

NOTES TO THE CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in thousands except per share data)

Note C (In Part): Acquisitions and Subsequent Event:

On January 2, 1986, the company, through its subsidiary,
Bell & Howell Business Records Management Inc., acquired
all the outstanding shares of the Bekins Records Manage-
ment Companies from The Bekins Company, Inc., a sub-
sidiary of Minstar Inc., for $42,000 in cash. The Los
Angeles-based business is engaged in the off-site storage,
retrieval and management of documents for professional
corporate, financial and health care organizations. A majority
of the cost of the acquisition will be allocated to property,
plant and equipment.
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The following table presents the unaudited pro forma re-
sults of combined operations of the company and the above
acquisitions, which have been accounted for as purchases,
as though the acquisitions took place on January 1, 1984:

1985 1984
Net sales ....ooeeiiiiiiiiiiiieceeaes $830,537 $776,017
Earnings before taxes...........cc.cc.ueen.. 46,167 42,671
Net eamings .........cocoeveviienneninnnnnn. 31,874 31,469
Earnings per common share ................ $ 303 $ 289

Earnings per common share, as reported. $ 3.06 $ 3.04

The unaudited pro forma financial information is not
necessarily indicative of either the results of operations that
would have occurred had the transactions been effected on
January 1, 1984, or of future results of operations of the
combined companies.

CUMMINS ENGINE COMPANY, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 2: Subsequent Event:

In January 1986, the company reached a definitive agree-
ment with Cooper Industries, Inc., to acquire its 63-percent
interest in Onan Corporation for $105.0 million. Onan, head-
quartered in Minneapolis, Minn., is a manufacturer of electric
generator sets, gasoline and diesel engines and other
equipment. The acquisition will be accounted for as a pur-
chase. Accordingly, the company will include Onan’s results
of operations in Cummins’ Consolidated Statement of Earn-
ings for 1986.

EMHART CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS

22. Subsequent Event

In January 1986 the Company completed the purchase of
substantially all of the outstanding common stock of Tech-
nology Transitions, Inc. (“TTI") a high technology venture
capital investment firm, for approximately $4.7 million. The
agreement to acquire the common stock of TTI was entered

into simultaneously with the employment agreement with Mr. -

Peter L. Scott, who became Chairman of the Board and Chief
Executive Officer of the Company on December 1, 1985. Mr.
Scott was the founder and a major shareholder of TTI. In
addition to the consideration paid to Mr. Scott for his common
stock interest in TTI, a substitute option was granted to him to
purchase 109,550 shares of the Company’s common stock at
$3.19 per share, equivalent in value to an option he held to
purchase shares of TTI.

THE PILLSBURY COMPANY (MAY)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

3. Subsequent Event:

Subsequent to May 31, 1985, the Company acquired sub-
stantially all of the outstanding common stock of Diversifoods
Inc. for cash. Diversifoods is a broad-based restaurant man-
agement company and the largest franchisee of Burger King
restaurants.

The cost of the acquisition will approximate $390 million
and will be accounted for as a purchase. Accordingly, the
purchase price will be allocated to the acquired assets and
liabilities based on their estimated fair market value at the
date of acquisition, including approximately $165 million of
intangibles. The results of operations of Diversifoods will be
included in the consolidated statements of earnings from July
1, 1985. Diversifoods had net sales of $556 million and net
earnings from continuing operations of $14.2 million for the
twelve months ended March 31, 1985.

The following unaudited pro forma combined results of op-
erations are adjusted for the amortization of estimated ex-
cess purchase price and interest on debt incurred in connec-
tion with the acquisition, as though the acquisition had oc-
curred June 1, 1984.

Year ended May 31
1985

(In millions except per
share amount)

Net SalES ...oeuimiiiiiiiii e $5,219.3
Net earnings «.....ocvuvieereriniririr e eneenns 183.4
Net earnings per share.............cccccoveeviniiieninnenen. 4.23

The pro forma financial information is not necessarily indi-
cative either of results of operations that would have occurred
had the merger been effected at June 1, 1984 or of future
results of operations of the combined companies. The pro
forma financial information has been prepared in accordance
with Accounting Principles Board Opinion No. 16 and is
based upon the hypothetical assumption that the purchase
price would have been the same at the beginning of the
period presented and the interest rate on money borrowed
would have been the same throughout the period presented.

SPS TECHNOLOGIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2. Subsequent Event

On January 1, 1986, the Company acquired all of the capi-
tal stock of Cannon-Muskegon Corporation, Muskegon,
Michigan from Johnson & Firth Brown, Pic., Sheffield, Eng-
land. Cannon-Muskegon is a producer of master alloys in
ingot form for the precision investment casting and powdered
metal industries. its principal product line is super-alloys for
aerospace applications, primarily aircraft engines. Cannon-
Muskegon aiso produces alioys for the industrial and health
care markets, with uses ranging from chemical and energy to
surgical and dental applications. The Company paid an initial
purchase price of $13,250,000 in cash to purchase the stock
and in consideration for an agreement not to compete. The
Company is to pay additional consideration for the acquired
company based on certain events as set forth in the acquisi-
tion agreement, which are immaterial in relation to the initial
purchase price. The Company financed the acquisition
through the use of available long-term lines under its existing
Bank Credit Agreement described in Note 11.

The following summarizes the unaudited pro forma com-
bined results of operations for 1985 and combined total as-
sets at December 31, 1985 as though the acquisition had
occurred on January 1, 1985.
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TOtal GSSETS «uvvvniririrenireiereeieneeneeeneaenenaanenes $222,994,000
Net SAlES «.veniniiei i 314,081,000
Net @arNiNgSs .....ceuneiunieneriirrrinereeiireaens 10,050,000
Net earnings per share..........coooeeeeiiiieiininneeee 2.11

This acquisition will be accounted for under the purchase
method and the operating resuits will be included in the con-
solidated financial statements beginning on January 1, 1986.

DEAN FOODS COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Subsequent Events and Acquisitions (In Part):

On January 16, 1986, the Company and The Larsen Com-
pany, a processor and marketer of canned and frozen vege-
tables, announced a merger agreement whereby, subject to
the satisfaction or waiver of various conditions, including
shareholder approval by both companies, Larsen will be-
come a wholly-owned subsidiary of the Company. Under the
terms of the agreement, the Company will exchange approx-
imately 3,962,000 shares of common stock for all the out-
standing Larsen common stock. It is intended that the acqui-
sition of Larsen, if consummated, will be accounted for as a
pooling-of-interests.

Larsen’s fiscal year ends on May 31st. The following sum-
mary sets forth, on a proforma basis, the combined results of
operations of the Company and Larsen, conformed to the
Company’s fiscal year, for 1985 and 1984 (in thousands ex-
cept for per share amounts):

Unaudited (in thousands) 1985 1984
Net Sales .....coovvveeieiiiiiaiieenns $1,207,077 $1,089,002
Net Income .......cocevvvieeeeiiinnennennn $ 40,340 $ 35,593
Net Income Per Share (adjusted for

additional shares)..................... $2.28 $2.02

UNITED STATES STEEL CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

28. Business Combination—Texas Oil & Gas Corp.

On February 11, 1986, a subsidiary of United States Steel
Corporation (Corporation) merged with Texas Oil & Gas
Corp. (TXO), with the result that TXO became a wholly
owned subsidiary of the Corporation. The merger agreement
provided for the exchange of each share of outstanding TXO
common stock into .6333 of a share of Corporation common
stock, resulting in issuance of 133 million shares of the Cor-
poration’s common stock. TXO operates principally in the gas
gathering and drilling industries. The merger will be ac-
counted for as a pooling of interests, and the Corporation’s
historical consolidated financial statements presented in fu-
ture reports will be restated to include the accounts and
transactions of TXO.

TXO has historically accounted for costs of oil and gas
producing activities under the “full cost” method and amor-
tized such costs using the gross revenue method. To con-
form to the Corporation’s method of accounting for oil and
gas producing activities, TXO's historical data will be ad-
justed to the “successful efforts” method with amortization
based on units of production. In addition, certain items in

TXO’s historical financial statements will be reclassified to
conform to the Corporation’s reporting format.

The following pro forma data combines the results of oper-
ations for the Corporation and TXO, giving effect to the
merger as if it had been consummated at the beginning of the
period presented.

(In millions, except per share amounts) 1985(c) 1984(a) 1983(a)

SalES . .eueitii e $20,779 $21,092 $19,351
Total income (loss) before extraordi-

nary gain and cumulative effect of

change in accounting principle(b).... 502 714 (906)
Net income (lossXb) ......cccvvveenvnnenen 598 793 (906)
Income (loss) per common share (after

preferred stock dividends):
Total income (loss) before extraordi-

nary gain and cumulative effect of

change in accounting principle:

Primary .....ocoeveneiiieieiireenenne, 1.55 2.48 (4.20)

Fully diluted ........c.coeeeniieaninnne 1.61 2.49 (4.20)
Net income (loss):

Primary .....ooeeveieiiiiiiiieeane, 1.94 2.81 (4.20)

Fully diluted ............ccceeeieniee. 1.98 2.81 (4.20)

(a) The Corporation’s data is based on calendar years. TXO data for
1985, 1984 and 1983 is based on twelve month periods ended
November 30, 1985, August 31, 1984, and August 31, 1983, respec-
tively. The operations of TXO for the three months ended November 30,
1984, which resulted in sales of $457 million and net income of $70
million, are excluded from the pro forma data.

(b) Includes the change in accounting method for TXO’s oil and gas
producing activities which reduced income by $52 million, $46 million
and $41 million for 1985, 1984 and 1983, respectively.

CHICAGO PNEUMATIC TOOL COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

Subsequent Events (In Part):

On March 19, 1986, DH Acquisition Corp., a Delaware
corporation and a direct wholly-owned subsidiary of Danaher
Corporation, a Florida corporation, together with DanWest
Partners, a New York general partnership (collectively, the
Bidder), made a unilateral tender offer to purchase all the
outstanding shares of common stock, par value $8.00 per
share, of Chicago Pneumatic Tool Company for $38.00 per
share, net cash.

* Kk X kK

On March 25, 1986, the Board of Directors gave the Bidder
an opportunity promptly to enter into an arrangement requir-
ing proof on or before April 15 that the Bidder actually had the
money to acquire the Company, in which event the Board
would entertain a $38.00 a share merger. As was the case
when it made its tender offer, the Bidder would not have
access to the Company’s books prior to the merger. If the
Bidder didn’t demonstrate financing it would have to agree
not to acquire additional shares for 3 years, and to reimburse
the Company’'s expenses. The Bidder did not accept the
Company’s offer.
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CRADDOCK-TERRY SHOE CORPORATION (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note I—Subsequent Events

On December 11, 1985, the Corporation signed an agree-
ment in principle with H H Holdings, Inc. a Delaware corpora-
tion, for a cash merger in which Craddock-Terry shareholders
will receive $20 cash per share. The agreement in principle is
subject to H H Holdings completing a due diligence investiga-
tion within 40 days, and, following satisfactory completion of
that investigation, execution of a definitive merger agree-
ment. While management and the Board of Directors believe
the proposed transaction provides a positive opportunity for
Craddock-Terry shareholders, they are not in a position to
ascertain the final outcome.

NATIONAL GYPSUM COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Subsequent Event

On January 7, 1986, the Company entered into a definitive
agreement providing for the Merger of the Company with
Aancor Acquiring Corp., a wholly-owned subsidiary of Aancor
Holdings, Inc., which will be owned by an investor group
consisting of certain members of the Company’s senior man-
agement and other investors. The transaction provides for
public stockholders of the Company, excluding the investor
group, to receive $41.00 in cash and $17.00 stated face
amount (which will be recorded on the Company's balance
sheet at a discount from stated face amount) of redeemable
subordinated discount debentures for each share of Com-
pany Common Stock. The consummation of the Merger is
subject to, among other things, stockholder approval of the
Merger and obtaining financing necessary for the Merger.

Capital Stock Iissued Or Purchased

AMERICAN CAN COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS
(In millions of dollars except per share amounts)

18. Subsequent Event

On March 14, 1986, the Company completed a public offer-
ing of 3,625,000 shares, representing 15 percent of the
common stock of its wholly-owned subsidiary, American Cap-
ital Management & Research, Inc. (formerly American Capi-
tal Corporation). The net proceeds to the Company of $69 will
be used for general corporate purposes. As a result, the
Company recorded an unusual after-tax gain of $42 ($1.56
per share).

CHESEBROUGH-POND’S INC. (DEC)
NOTES TO CONSOLIDATED FINANCIAL STATE-

MENTS

10. Subsequent Event

In late February 1986, the company sold through an un-
derwritten public offering 6,900,000 newly issued shares of

common stock for a price, prior to underwriters’ commissions,
of $40.50 per share. The cash proceeds from the sale will be
used to repay commercial paper and bank borrowings cur-
rently classified as long-term-debt.

The unaudited pro forma effect of issuing 6,900,000 shares
of common stock as of January 1, 1985 would be to increase
net income by $12,200,000 and decrease earnings per share
by $.10.

AMAX INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

18 (In Part): Common Stock

On January 3, 1986, AMAX reacquired 1,639,911 shares
of its common stock from Creditanstalt for approximately
$42.8 million, or $26.12 per share. At December 31, 1985,
these were reported as shares held in treasury. AMAX
also repurchased 1,610,089 shares of its common stock
from Creditanstalt for approximately $40 million, or $24.84
per share, in June 1985. Both of these transactions were
effected under an agreement entered into in May 1984 that
gave Creditanstalt the option of delivering shares of AMAX
common stock in payment for molybdenum products sold by
AMAX under a long-term supply contract with Treibacher
Chemische Werke AG, a subsidiary of Creditanstalt and,
under certain circumstances, of requiring AMAX to make
cash repurchases of these shares. AMAX's obligation to re-
purchase shares of its common stock from Creditanstalt has
now been satisfied.

CLAROSTAT MFG. CO., INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

Note 6—Subsequent Events:

In 1986 the Company acquired 50,500 shares of its com-
mon stock for an aggregate purchase price of $1,931,600.

HUGHES SUPPLY, INC. (JAN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 8—Subsequent Event:

On February 21, 1986, the Company purchased 439,700
shares of its common stock, or approximately 13% of the
outstanding shares, from a limited partnership which had
been a principal shareholder. The shares were purchased for
an aggregate purchase price of $10,552,800, or $24 per
share, plus $160,000 in related costs. The closing market
price of the Company’s shares on February 20, 1986 was
$2434 per share. Funds for the purchase were provided from
short-term borrowings.

NATIONAL INTERGROUP, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note M (in Part): Subsequent Events

On January 2, 1986, the Corporation completed the pur-
chase of 1,367,475 shares of its common stock for an aggre-
gate cash consideration of $32,819,400 ($24 per share) from
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Leucadia National Corporation (Leucadia) and issued to
Leucadia a warrant certificate expiring on September 10,
1988, evidencing warrants to purchase 1,367,475 shares of
the Corporation’s common stock at an exercise price of
$30.75 per share.

The aforementioned transaction was executed pursuant to
a Letter Agreement between the Corporation and Leucadia
dated September 10, 1985. An additional 455,825 shares of
the Corporation’s common stock owned by Leucadia (Re-
tained Shares) were not sold pursuant to the Letter Agree-
ment, but are restricted under its terms.

The number or kinds of shares purchasable upon exercise
of the warrants and the exercise price may subsequently be
adjusted to prevent dilution of Leucadia’s holdings, as out-
lined in the provisions of the warrant certificate. Additionally,
the Letter Agreement imposed certain “standstill” provisions
upon Leucadia with respect to its ownership of shares of the
Corporation for a period of ten years.

THETFORD CORPORATION (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11. Subsequent Event

The Company has announced plans to repurchase up to
450,000 shares of its common stock on the open market.
Subsequent to September 30, 1985, the Company repur-
chased an additional 192,500 shares of its common stock at
a total cost of $2,056,723. Through November 15, 1985,
328,240 shares of common stock had been repurchased at
an aggregate cost of $3,289,257.

Stock Splits

ETHYL CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS

17. Subsequent Events:

On February 27, 1986, the Company’s board of directors
declared a 2-for-1 split of the common stock effected in the
form of a 100-percent stock dividend, subject to shareholder
approval on April 24, 1986, of an Amendment of the Articles
of Incorporation increasing the authorized common shares
from 100 million to 200 million. The dividend is distributable
on June 1, 1986, to shareholders of record on May 16, 1986.

If the December 31, 1985, balance sheet had been re-
stated to reflect the stock split, common stock would have
increased $62,795,000 and additional paid-in capital and re-
tained earnings would have decreased $9,153,000 and
$563,642,000, respectively.

If the per-common share data had been restated to reflect
the split, the results for 1985 and 1984 would have been:

1985 1984

Earnings .......c.cocveeiiiiiiiennnn. $ .9 $ .86

EQUity .o $6.21 $5.61
Average shares outstanding used to

compute earnings per share..... 126,961,000 151,710,000

The board of directors voted to increase the regular quar-
terly dividend on the Company’s existing common stock from

15 cents a share to 16 cents a share payable on April 1 to
shareholders of record March 14, 1986.

The board also redeemed all the remaining outstanding
shares of the 73%% Series C stock at par effective April 1,
1986.

HUNT MANUFACTURING CO. (NOV)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

16. Subsequent Event:

On December 11, 1985, the Board of Directors declared a
50% stock distribution in the nature of a three-for-two stock
split that was made on January 9, 1986 to stockholders of
record as of December 23, 1985. This stock split resulted in
the issuance of 2,358,996 additional shares of common
stock, par value $.10 per share (fractional shares were paid
in cash), and was accounted for by the transfer of approxi-
mately $235,900 to the common stock capital account from
capital in excess of par value. Retroactive effect has been
given to the stock split in stockholders’ equity accounts as of
December 1, 1985 and in all share and per share data in the
accompanying financial statements.

LEGGETT & PLATT, INCORPORATED (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

M—Subsequent Event

On February 12, 1986, the Company declared a three-for-
two split of its common stock in the form of a 50% stock
dividend, effective March 14, 1986 to holders of record on
February 24, 1986. Effect has been given to the split in the
accompanying statements by a transfer of $5,093,000 from
additional contributed capital to common stock at December
31, 1985. All share and per share amounts in the accompany-
ing financial statements have also been adjusted to give ef-
fect to the split.

THE SHERWIN-WILLIAMS COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 2—Stock Split

On February 18, 1986, the company’s board of directors
authorized a two-for-one split of the common stock effected
in the form of a 100 percent stock dividend to be distributed
on March 31, 1986, to holders of record on February 28,
1986. Accordingly, all numbers of common shares and per
share data have been restated to reflect the stock split. The
par value of the additional shares of common stock issued in
connection with the stock split will be credited to common
stock and a like amount charged to other capital in 1986.



72 Section 1: General

Spin Off
THE PENN CENTRAL CORPORATION (DEC)

NOTES TO FINANCIAL STATEMENTS

23. Subsequent Event (Unaudited)

In February 1986, the Company announced that its Board
of Directors had authorized management to develop a plan to
spin off to shareholders a new company that would consist
principally of Marathon Manufacturing Company (“Mara-
thon”). The completion of this plan is subject to Board of
Director approval and contemplates a spin-off in mid-1986.

Marathon is a diversified manufacturing company that has
a significant industrial equipment business as well as marine
construction activities. Its products include heavy materials
handling equipment, specialty steel, industrial batteries, dec-
orator blinds, nickel-cadmium and magnesium batteries and
off-shore drilling vessels and related marine products.

The following table presents Marathon’s condensed finan-
cial data:”

Income Statement Information

For the years ended December 31, 1985 1984 1983
Net sales ....ooveeeeneinenneieeninnnnees $289.5 $363.2 $467.9
Costs and expenses ...........c.......... 291.9 312.5 408.5
Operating income (loss) ................. $(24) $50.7 $594

Balance Sheet Information
December 31, 1985 1984 1983

Total current assets .......cceevvnennnnn. $150.7 $166.9 $155.6
Total noncurrent assets ................. 317.2 338.6 314.7
Total current liabilities .................. 65.0 69.1  105.7
Total noncurrent liabilities .............. 39.5 33.0 18.0

Litigation
BAUSCH & LOMB INCORPORATED (DEC)

NOTES TO FINANCIAL STATEMENTS

Provision For Income Taxes (In Part):

During the first quarter of 1986, the Internal Revenue Ser-
vice completed an examination of the company’s operations
for the period 1980 to 1982 and has proposed adjustments to
the company’s previously filed income tax returns, the most
significant of which relates to income earned by the com-
pany’s operations in Ireland. Taxes and accrued interest as-
sociated with the proposed adjustments amount to approxi-
mately $16 million, which exceeds the company’s tax provi-
sion for the years in question. The company is vigorously
opposing the proposed adjustments, and a petition contest-
ing the alleged deficiency has been filed with the U. S. Tax
Court. Management believes that any tax liability which may
arise for the periods in question or for subsequent years will
not have a material adverse effect on the financial position of
the company.

DSC COMMUNICATIONS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

15. Litigation

In October 1985, the Company was served with complaints
filed in the United States District Court in Dallas, Texas by
four persons purporting to be shareholders of the Company.
In January 1986, the plaintiffs filed an Amended and Consoli-
dated class action complaint naming as defendants the
Company, certain of its executive officers, each member of
its Board of Directors, its independent public accountants and
its investment banking firm. The amended complaint purports
to be a class action on behalf of a class of persons who
purchased securities of the Company during certain periods
of 1984 and 1985, alleges that the Company’s financial
statements issued during portions of 1984 and 1985 were
materially false and misleading and seeks compensatory and
punitive damages in unspecified amounts. The Company has
filed an answer to the Amended Complaint asserting certain
affirmative defenses and denying the material allegations of
the Amended Complaint. The Company intends to defend the
suit vigorously and, although discovery has not yet begun,
based upon its present understanding of the law and the
facts, believes it has meritorious defenses to the claims al-
leged.

FLEMING COMPANIES, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

Contingency

In early 1986, a retail customer filed suit against the com-
pany alleging fraud, misrepresentation, breach of contract
and state antitrust violations arising out of the purchase of
three retail grocery stores through the company from a third
party. Damages sought range up to $45 million in actual or
treble damages and over $45 million in punitive damages.
The company intends to vigorously defend the action and
management believes there will be no adverse financial ef-
fect.

GENERAL DYNAMICS CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in millions except per share data)
L (In Part): Contingencies

The Corporation is under investigation by several Con-
gressional committees and Federal agencies as a result of
allegations concerning the propriety of cost overrun claims on
certain nuclear submarine contracts, the appropriateness of
certain expenses in overhead charges against Government
contracts, the disclosure of delays in delivery schedules on
certain nuclear submarine contracts, the private use of corpo-
rate aircraft and the propriety of certain payments in connec-
tion with foreign military sales contracts.

On 2 December 1985, a Federal Grand Jury returned an
indictment against the Corporation and three of its current
employees and one former employee for alleged fraudulent
mischarging of work relating to the development of the Divi-
sion Air Defense (DIVAD) prototype gun system for the Army.
The Corporation denies and intends to defend against the
charges, as do the named individuals.
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On 7 February 1986, the Corporation reached an agree-
ment with the Department of Defense which ended the con-
tract suspension that had been in effect since 3 December
1985. The agreement gives the government authority to
monitor, over a five-year period, more than seventy corporate
actions in the areas of contract compliance, business ethics,
accounting policy and administrative policies and proce-
dures. In addition, the Corporation agreed to establish a $50
escrow account to cover potential liabilities resulting from the
indictments mentioned in the preceding paragraph and other
ongoing investigations. The Corporation believes that there
will be no material financial impact on the Corporation as a
result of any of the foregoing investigations.

GENESCO INC. (JAN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 14: Environmental Proceedings

On March 5, 1986 an administrative order was issued
against the Company by the Tennessee Department of
Health and Environment under the State’s Hazardous Waste
Management Act. The order directs the Company to submit
investigative and remedial action plans relating to a chemical
waste site in a rural area near Nashville, Tennessee. The
chemical waste material was generated by one of the Com-
pany’s operating divisions. On March 21, 1986 the Company
filed an appeal of that order before the State Solid Waste
Disposal Control Board. The extent of damage to the envi-
ronment in the vicinity of the disposal site is not known at the
present time, and the full extent of the Company’s potential
liability arising therefrom is not determinable. However, the
Company has recorded as a liability in its financial
statements for Fiscal 1986 an amount it believes adequate,
based on information currently available, to cover the costs of
any remedial actions it will likely be required to take. This
provision does not include any costs associated with private
actions which may be asserted. The Company has been
notified by a property owner in the vicinity of the disposal site
of his intention to initiate an action against the Company for
personal injury and property damages. Management has no
reason to believe that such threatened action or any other
actions by private individuals which may be asserted will re-
sult in any additional material liability.

HUGHES TOOL COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

11. Litigation and Subsequent Events

Smith International, Inc. filed suit against the Company in
the United States District Court for the Central District of
California in June 1972, seeking a Declaratory Judgment that
Hughes Tool’s journal bearing o-ring seal patent was invalid.
The Company filed counterclaims in the suit alleging that
Smith had infringed upon the journal bearing o-ring seal pat-
ent and a pressure relief valve patent relating to the operation
of such rock bits. In 1978, the District Court ruled in favor of
Smith and the Company appealed to the United States Ninth
Circuit Court of Appeals. On January 7, 1982, the Court of
Appeals ruled that the Company’s patents were valid and on
February 22, 1982 denied a motion for rehearing. In De-
cember 1983, the District Court enjoined Smith from man-
ufacturing, using or selling rock bits which infringed the jour-
nal bearing o-ring seal patent.

On January 2, 1986, the trial to determine the extent of
infringement and damages began. At the completion of the
trial, the District Court ruled from the bench that the sales
infringing the journal bearing o-ring patent totaled
$1,345,000,000 and that a reasonable royalty of 10% was
appropriate for both tungsten carbide insert bits and steel
tooth bits. Only nominal damages were determined for in-
fringement of the pressure relief valve patent. The formal
judgment has not yet been entered. The total award, includ-
ing prejudgment interest, is approximately $207 million plus
interest accruing from February 14, 1986. Smith is likely to
appeal the decision.

On March 7, 1986, Smith reported that it had filed a petition
in United States Bankruptcy Court in Los Angeles for relief
under Chapter 11 of the Federal Bankruptcy Code.

In 1976, the Company filed suit against Dresser Industries,
inc. in the United States District Court for the Northern District
of Texas alleging infringement of the same patents involved
in the litigation with Smith. This District Court entered its
judgment on March 1, 1985 that the journal bearing o-ring
seal patent is valid, that Dresser infringed it, and awarded
damages equivalent to a 25% royalty on sales of infringing
tungsten carbide insert bits and a 5% royalty on sales of
infringing steel tooth bits totaling $121.5 million plus interest
accruing from February 6, 1984. On January 7, 1986, the
United States Court of Appeals for the Federal Circuit heard
the appeal and is expected to issue a ruling in 1986.

Discontinued Operations

CABOT CORPORATION (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

B. Restructuring Program .

On October 15, 1985, the Company’s Board of Directors
approved a restructuring program designed to enhance the
value of the Company’s common stock through the sale of
selected businesses which were not meeting financial per-
formance objectives and the repurchase of up to five million
shares through a combination of a self-tender offer, open
market purchases and other means. Accordingly, the Westar
natural gas transmission business acquired in 1984 (see
Note C), the liquefied natural gas (LNG) importation and ter-
minalling operations, and all the specialty metals businesses
except tantalum are presented as “discontinued operations”
in the financial statements. Net sales and other operating
revenues of these businesses were $810,364,000,
$501,381,000 and $431,847,000 in fiscal years 1985, 1984
and 1983, respectively. As of September 30, 1985, the net
assets of these businesses have been classified as net as-
sets of discontinued operations, current and non-current, at
their estimated net realizable values. The Company recorded
a provision for the estimated loss on disposal of discontinued
operations, including costs associated with disposal and es-
timated operating results until the assumed date of sale, of
$145,000,000, net of tax effects of $101,000,000. The Con-
solidated Statements of Income, Consolidated Statements of
Changes in Financial Position and Notes to Consolidated
Financial Statements have been restated as a result of the
Company’s decision to discontinue these operations. Seg-
ment information has been restated to reflect the realignment
of the Company’s remaining businesses into two continuing
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business segments: Energy, and Specialty Chemicals and
Materials.

Under the self-tender offer, the Company purchased at a
price of $26.75 per share 3,324,556 of its outstanding shares
tendered during the period from October 21, 1985 to
November 8, 1985. The stock repurchase was financed
through the sale of rights to future revenues from certain of
the Company'’s oil and gas properties (the production pay-
ments). The stock repurchase and sale of production pay-
ments will be recorded in the first quarter of fiscal year 1986.
Under terms of the sale of production payments the Com-
pany may draw advances totalling up to $130,000,000 prior
to May 16, 1986. On November 14, 1985, the Company was
advanced $90,000,000 which will be recorded as long-term
debt (see Note H). The amount advanced will be repaid from
the revenues from the producing properties and has an ex-
pected maturity of November 15, 1993. Minimum repayments
during the next five years, assuming the full amount is ad-
vanced, are as follows: 1986—$6,000,000; 1987—
$21,000,000; 1988—$18,500,000; 1989—$18,000,000;
1990—%$18,000,000. Advances bear interest at one of three
alternative rates as determined by the Company at the time
of borrowing or at the end of each interest period: the prime
rate, a certificate of deposit rate or a Eurodollar rate, all with
certain additional margins which vary over the loan term. The
Company may repurchase the production payments without
penalty at the end of any interest period.

CLEVELAND-CLIFFS INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note L—Subsequent Event

On February 27, 1986, the Company sold its iron ore inter-
ests in Western Australia to Peko-Wallsend Ltd., an Austra-
lian company, for U.S. $54 million, effective January 1, 1986.
The Company will recognize a gain on the sale of approxi-
mately $12 million and an increase in shareholders equity of
approximately $25 million due to the gain and recovery of $13
million of foreign currency translation losses previously
charged against equity.

GULF & WESTERN INDUSTRIES, INC. (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note B (In Part): Acquisition and Disposition of Busi-
nesses

Dispositions

In September 1985, the Company announced the comple-
tion of the sale of its Consumer and Industrial Products
Group to Wickes Companies, Inc. for approximately $1 billion
cash and a five-year option to purchase ten million shares of
Wickes common stock at $6.00 per share. The Consumer
and Industrial Products Group was comprised of the Com-
pany’s Apparel and Hosiery, Manufacturing, Bedding and
Home Furnishings, and Automotive Parts Distribution seg-
ments. At July 31, 1985, the net assets of this group con-
sisted primarily of working capital ($502 million), property,
plant and equipment ($269 million), other assets ($67 million)
and deferred liabilities and long-term debt ($89 million). It is
estimated the sale will result in a gain, net of taxes payable,
of approximately $120 million. However, the elimination of

previously deferred foreign exchange losses and tax benefits
applicable to such businesses will reduce the gain for ac-
counting purposes to approximately $15 million, which will be
recognized in fiscal 1986.

IPCO CORPORATION (JUN)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 7—Subsequent Event

On July 31, 1985, the Company sold its plasmapheresis
centers to Immuno-U.S., Inc. for $6,500,000, of which
$4,000,000 was received in cash at closing. The remaining
balance of $2,500,000, which is secured by an irrevocable
bank letter of credit, is payable on July 31, 1987 and carries
an interest rate of 11%. The resulting pretax gain on the sale
of these assets of approximately $4,400,000 will be reflected
in income in the first quarter of fiscal 1986.

Revenues and pretax operating profit for these centers in
fiscal 1985 was $7,521,000 and $549,000, respectively.

RALSTON PURINA COMPANY (SEP)

NOTES TO FINANCIAL STATEMENTS
(Dollars in millions except per share data)

Subsequent Event

On October 21, 1985, the Company completed the sale of
its Foodmaker, Inc. restaurant subsidiary to a holding com-
pany owned by institutional investors, including partnerships
managed by Gibbons, Green, van Amerongen, and members
of Foodmaker’s senior management. The Company acquired
a 20 percent interest in the holding company. The sales price
of approximately $450.0 was primarily cash and a junior sub-
ordinated note with a fair value of $34.4. The estimated gain
on sale, to be recognized in the Company’s first quarter, is
$158.6 before taxes of $45.2. The pre-tax gain on sale in-
cludes $20.2 related to the settlement of pension liabilities for
terminated employees transferred to the purchaser's plans.

REICHHOLD CHEMICALS, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Subsequent Event

In February, 1986, the Company signed a letter of intent to
sell the domestic portion of its Speciaity Phenolics Division,
except for the Sterling and treated fiber product lines, to a
Canadian company. The sale includes four manufacturing
locations and the division headquarters. The business to be
diverted had 1985 sales of approximately $80.0 million. The
sale is subject to final negotiations and approval of both
Boards of Directors.

THE TIMES MIRROR COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

NOTE T (In Part): Subsequent Events

On December 5, 1985, the company and Jefferson Smurfit
Corporation (JSC) reached an agreement in principle
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whereby JSC would acquire an 80 percent interest in the
company’s wholly owned subsidiary, Publishers Paper Co.
(Publishers), for approximately $150 million. The transaction
was completed on February 21, 1986. Proceeds were used
to repay portions of the company’s commercial paper borrow-
ings.

At December 31, 1985, the company recorded an esti-
mated loss provision on the sale of approximately
$13,131,000 before income taxes and $12,170,000 ($.18 per
share) after applicable income taxes. This amount is included
in “Gain on sales of assets.”

For the year ended December 31, 1985, Publishers’ sales,
excluding timberlands, were $387 million (of which $205 mil-
lion were intercompany sales eliminated in consolidation)
and income before income taxes and interest was $32 mil-
lion. At December 31, 1985, Publishers’ total assets were
$303 million, of which $227 million were depreciable assets.

To assure a long-term supply of newsprint for its Western
newspapers, the company has agreed to purchase specified
quantities of newsprint from Publishers each year through
2026. The specified quantities currently represent a majority
of the Western newspapers’ newsprint requirements and will
generally be purchased at prices equal to market value. Pub-
lishers has agreed to purchase specified quantities of logs
from the company in 1986 and 1987. The logs to be provided
represent a substantial portion of Publisher's estimated log
requirements for the two years and will be sold at prices
approximating market value.

UNITED BRANDS COMPANY (MAR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 16 (In Part): Divestitures

In June 1985, the Company entered into an agreement to
sell its international telecommunications subsidiary (TRT) for
approximately $56 million in cash. The closing is subject to
FCC approval. The Company intends to sell certain
additional operations as part of the plan. Operating income of
these businesses, including TRT, aggregated approximately
$10 million for each of the fiscal years ended March 31, 1985
and 1984 and for the nine months ended March 31, 1983.
The Company estimates that the reduction in interest ex-
pense resulting from the application of proceeds to be re-
ceived from the divestiture of these businesses would not
differ materially from their operating income contribution.

Stock Purchase Rights
ALLEGHENY INTERNATIONAL, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

12. Preferred Stock Purchase Rights

On March 6, 1986, Allegheny’s Board of Directors adopted
a Preferred Stock Purchase Rights Plan in which one pre-
ferred stock purchase right will be issued for each share of
Common Stock outstanding as of March 17, 1986. Each right
allows the holder to purchase one one-hundredth of a share
of a new Series B Preferred Stock of Allegheny at an exercise
price of $60.00. Rights are exercisable if a person or group

either acquires 20% or more of the voting power of all Al-
legheny shares or announces a tender or exchange offer
after which such person or group would own shares with 30%
or more of the voting power of all Allegheny shares. The
rights, which do not have the right to vote or receive divi-
dends, expire on March 18, 1996 and may be redeemed by
Allegheny at a price of $.05 per right at any time until the
tenth day following public announcement that a person or
group has acquired 20% or more of the voting power, unless
such period is extended by Allegheny’s Board of Directors
while the rights are redeemable.

If any person becomes the .owner of shares representing
30% or more of the voting power, or if Allegheny is the surviv-
ing corporation in a merger with a shareholder owning shares
representing 20% or more of the voting power and Al-
legheny’s shares are not changed or converted, the rights
owned by such person or related parties may not be exer-
cised and each right not so owned will entitle its holder to
purchase, at the exercise price, common shares of Aliegheny
having a value of twice the exercise price.

In the event Allegheny is involved in a merger or other
business combination transaction in which its common
shares are changed or converted, or sells 50% or more of its
assets or earnings power, each right that has not previously
been exercised will entitle its holder to purchase, at the exer-
cise price, common shares of the acquirer having a value of
twice the exercise price.

LAMAUR INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

J. Subsequent Event

On February 20, 1986, the Board of Directors adopted a
“Shareholder Rights Plan” to deter hostile takeover attempts.
The plan is contingent on approval by shareholders of an
increase in the number of authorized shares of common
stock, at the annual meeting on April 21, 1986. The plan calls
for shareholders to receive a dividend distribution of one right
for each share of Lamaur's common stock they own. Each
right will permit shareholders, other than the shareholder at-
tempting the hostile takeover, to acquire $100 worth of stock
in Lamaur or in the acquiring company for $50.

The rights, which expire after 10 years, are exercisable
only if a new stockholder acquires 20 percent or more of the
Company’s common stock, or if a tender offer for 30 percent
or more of the outstanding common stock is announced. The
rights are also redeemable by Lamaur for 5 cents each at any
time until 20 percent or more of the Company’'s common
stock is acquired or until a 30 percent tender offer is an-
nounced.

In addition, the Board of Directors also approved termina-
tion benefits for certain key executives in the event of a
takeover.

MONSANTO COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

Capital Stock

At December 31, 1985, there were 5,631,994 common
shares reserved for employee stock options.
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In January 1986, the Company’s Board of Directors de-
clared a dividend to shareowners consisting of one Common
Stock Purchase Right on each outstanding share of Mon-
santo common stock. A right will also be issued with each
share of Monsanto common stock that becomes outstanding
prior to the time the rights become exercisable or expire. If a
person or group acquires a beneficial ownership of 20 per-
cent or more, or announces a tender offer that would resulit in
a beneficial ownership of 30 percent or more, of Monsanto’s
outstanding common stock, the rights become exercisable
and each right will entitle its holder to purchase one share of
Monsanto common stock for $150. If Monsanto is acquired in
a business combination transaction, each right will entitle its
holder to purchase, for $150, common shares of the acquir-
ing company having a market value of $300. Alternatively, if a
20 percent holder were to acquire Monsanto by means of a
reverse merger in which Monsanto and its stock survive or
were to engage in certain “self-dealing” transactions, each
right not owned by the 20 percent holder would entitle its
holder to purchase, for $150, common shares of Monsanto
having a market value of $300. The Company can redeem
each right for 5 cents at any time prior to its becoming exer-
cisable. The rights expire in 1996. These rights may cause
substantial ownership dilution to a person or group who at-
tempts to acquire the Company without approval of Monsan-
to’s Board of Directors. The rights should not interfere with a
business combination transaction that has been approved by
the Board of Directors. As of the close of business on Feb-
ruary 3, 1986, 76,783,448 rights were outstanding.

SQUARE D COMPANY (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

N. Subsequent Event

In January, 1986, the Company declared a dividend distri-
bution of one common stock purchase right on each share of
the Company’s common stock outstanding on January 21,
1986. Under certain conditions, each right may be exercised
to buy one-half of one newly-issued share of the Company’s
common stock at an exercise price of $60 per one-half share.
The right will be exercisable only if a person or group ac-
quires 20% or more of the Company’s common stock or an-
nounces a tender offer for 30% or more of the common stock.
The rights, which do not have voting power, expire on
January 21, 1996 and may be redeemed by the Company at
a price of $.10 per right prior to the public announcement that
20% or more of the Company’s shares have been accumu-
lated by an individual or group.

If the Company is acquired in a merger or other business
combination transaction or 50% or more of its assets or earn-
ing power are sold at any time after the rights become exer-
cisable, the rights entitle a holder to buy a number of shares
of common stock of the acquiring company having a market
value of twice the exercise price of each right. If a 20% holder
merges with the Company and the common stock is not ex-
changed in such merger, or engages in self-dealing transac-
tions with the Company, each right not owned by such holder
becomes exercisable for the number of shares of the Com-
pany having a market value of twice the exercise price of the
right.

TESORO PETROLEUM CORPORATION (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note O—Subsequent Event

On November 27, 1985, the Company’s Board of Directors
declared a distribution of one preferred stock purchase right
for each share of the Company’s common stock. Each right
will entitle the holder to buy 1/100 of a share of a newly
authorized Series A Participating Preferred Stock at an exer-
cise price of $35 per right. The rights become exercisable on
the tenth day after public announcement that a person or
group has acquired 20% or more of the Company’s common
stock. The rights may be redeemed by the Company prior to
becoming exercisable by action of the Board of Directors at a
redemption price of $.05 per right. If the Company is acquired
by any person after the rights become exercisable, each right
will entitle its holder to purchase stock of the acquiring com-
pany having a market value of twice the exercise price of
each right. The rights will be issued to shareholders of record
at the close of business on December 16, 1985, and will
expire in ten years.

Employee Benefits

CHICAGO PNEUMATIC TOOL COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

Subsequent Events (In Part):

On March 12, 1986, the Company transferred 300
thousand shares of treasury stock to its Employee Stock
Ownership Plan (ESOP) at a market value of $26.25 per
share. On March 18, 1986, the Company transferred an
additional 700 thousand shares of treasury stock to the
ESOP at a market value of $35.00 per share. At January 3,
1986, the average cost of the treasury stock was $26.56 per
share.

The transfers were made pursuant to an earlier authoriza-
tion to fund the ESOP with up to one million shares of Com-
pany stock. This followed more than a year's study of how
best to implement a previous management determination
that the Company ought to take advantage of the ESOP (a
concept encouraged by Congress), including the productivity
benefits of substantially increased employee stock own-
ership. The shares will be allocated to employees’ accounts,
and the cost of such benefits will be amortized, in annual
level amounts over a period of twenty years. As of the respec-
tive transfer dates, the shares will be treated as outstanding
in computing the net earnings (loss) per share. In addition,
the Company received authorization from the Board of Direc-
tors to transfer to the ESOP up to 400 thousand shares of
Company common stock in addition to the one million shares
now held by the ESOP.

* * Kk Kk K

On March 20, 1986, a civil action was commenced against
the Company and each of the members of the Board of Direc-
tors relating to the transfers of treasury stock to the ESOP. A
description of this action is included in the Litigation footnote.
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LUCKY STORES, INC. (JAN)

FINANCIAL REVIEW 1985

Employee Benefit Plans (In Part):
Stock Options:

In March 1986 the Board of Directors adopted the 1986
stock option plan subject to approval by the shareholders at
the June 1986 annual meeting. The number of shares which
may be granted under this plan may not exceed 3,500,000.
The plan permits the granting of both incentive stock options
(1SO’s) and nonstatutory stock options (NSO’s). ISO’s are not
exercisable while any previously granted iSO remains out-
standing, but are exercisable thereafter at such times in such
instalments as the Management Compensation Committee
of the Board of Directors shall determine at the time of grant.
The option price of the shares shall not be less than the fair
market value at the date of grant in the case of ISO’s and not
less than 85 percent of that value in the case of NSO’s.
Options expire at such time as the Committee shall deter-
mine at the time of grant, but in the case of ISO’s no later than
ten years from the grant date. Options terminate upon cessa-
tion of employment other than by retirement or death or un-
less an option agreement otherwise provides.

Strike

CHAMPION SPARK PLUG COMPANY (DEC)

FINANCIAL REVIEW

Employment Levels and Labor Relations

The Company employed about 12,450 persons at the end
of 1985 and 12,600 at the end of 1984.

A substantial number of production workers worldwide are
covered by union contracts.

At midnight on January 31, 1986, the labor contract with
the United Auto Workers (UAW) covering production workers
in the United States and Canadian spark plug and ceramic
plants expired. On February 1, 1986, the employees covered
by this expired contract went on strike and an agreement has
not been reached at March 21.

The DeVilbiss Company Division and Baron Drawn Steel
Corporation have three year contracts with the UAW which
expire May 1, 1989, and November 1, 1988, respectively.

Tender Offer

DYNAMICS CORPORATION OF AMERICA (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 14—Subsequent Event

On March 10, 1986, the Company announced its intention
to commence a cash tender offer at $43 per share for
1,000,000 shares of common stock of CTS Corporation. The
offer will not be conditioned upon any minimum number of
shares being tendered, but each tender will be conditioned
upon the tender of an irrevocable proxy from a stockholder of
record as of the close of business on March 10, 1986, and
certain other conditions set out in the offer. The offer will be

financed from internally generated funds and available credit
resources. If 1,000,000 CTS shares are tendered and pur-
chased pursuant to the offer, the Company will own
1,554,600 shares or approximately 27.2% of CTS’ outstand-
ing shares.

The Company also announced its intention to solicit prox-
ies to elect its slate of directors at CTS’ annual meeting of
stockholders presently scheduled for April 25, 1986.

Recapitalization
FMC CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 19: Event subsequent to date of accountants’ report
(unaudited)

On February 23, 1986, the Board of Directors announced it
had approved a recapitalization of the company, subject to
the arrangement of satisfactory financing and other custom-
ary conditions. Under the plan, public stockholders will re-
ceive $70 in cash and one new common share of the re-
capitalized company in exchange for each share presently
held. All management-owned shares and shares in company
employee stock ownership plans will convert into 525 new
shares. Each employee Thrift Plan share will be exchanged
for $25 in cash plus four new shares.

As part of the recapitalization, the company also expects to
redeem its outstanding convertible debt and preferred stock.
Approximately $250 million of FMC's existing debt will remain
outstanding after the refinancing. This debt consists primarily
of industrial revenue bonds and publicly traded debentures.
New debt, consisting of $1.3 billion in bank debt and $400
million in subordinated debentures, will be incurred to finance
the plan.

After recapitalization, the newly issued shares, together
with presently outstanding deferred plan share awards and
stock options, will total approximately 36 million shares on a
fully diluted basis.

The plan is subject to approval by the stockholders at the
annual meeting on May 29, 1986. More complete information
will be contained in the proxy statement to be furnished to
stockholders prior to the annual meeting.

Reorganization
INTERLAKE, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 15—Subsequent Event (Unaudited)

On February 27, 1986, the Board of Directors of Interlake
approved in principle a proposed reorganization. This reor-
ganization will establish Acme Steel Company (Acme) as a
wholly-owned subsidiary of The Interlake Corporation, which
will be the newly created holding company of the subsidiaries
and operations presently owned by Interlake. The busi-
nesses of Acme will consist of the iron, steel and domestic
U.S. steel strapping businesses now being conducted by
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Interlake. The remainder of Interlake’s businesses will be
held in other subsidiaries of The Interlake Corporation. The
reorganization is subject to certain conditions including ap-
proval by the shareholders of Interlake.

The Interlake Board of Directors on February 27, 1986 also
indicated Interlake’s intent to distribute, tax-free, the shares
of Acme to the shareholders of Interlake. The proposed dis-
tribution is subject to certain conditions and final approval by
the Board of The Interlake Corporation following the reor-
ganization. The management of Interlake anticipates that no
charges to income would result if the proposed distribution is
completed.

The following pro forma condensed financial information
presents the results of operations of Acme and The Interlake
Corporation for 1985 (assuming the reorganization had oc-
curred at the beginning of 1985) and the financial position of
these entities at December 29, 1985.

Statement of Income
For the Year Ended December 29, 1985

Pro Forma (Unaudited)

Acme

As Steel

Reported Company

(in thousands)

Net Sales of Continuing OPErations ...............ceeuuneunieiieiiniiieerieerierrieesnrreresrrrreeernestneennneses $850,173  $239,861

Cost of Products SOI .......ooiniiiiniiiiiiiiiiie ettt ei et et et eea e e s raeraenea e e eaaanes 680,516 225,810

L ) | PRSP 169,657 14,051

Selling and AdminiStrative EXPENSe ..........c.iveeeeuirniirnreurereeiieernerruranenneeeseennennoennsannanes 122,194 18,082

Net InTerest EXPENSE ... ..cuieniniiiiiiiiiiii ettt e e e e e e ree b e s eneasaenetanseasnaannans 4,509 —

Non-0perating (INCOME) EXPENSE ......uvneerniuiirniininieineieinineneeneerenenernenernenenerernererenneserns (7,329) (1,184)

Income (Loss) from Continuing Operations Before Taxes on INCOME ..........ceooierieniiiinreiiiinreennennnns 50,283 (2,847)

Income Tax Provision (Benefit)............covuiuieeunirnininiiniiiniiinereterneiransaeenenerrearnenarnennenen 19,690 (1,451)

Minority Interest in Net Income of Subsidiaries...........ocuuivviniiiiiiiiiiiiiiiiei e e eeeenneeaes 2,412 —

Net Income (LoSS) for The Year........cuvininiiiie e vt eee ettt etesetenstraraeassenenenanes $28,181 $(1,396)
Balance Sheet

December 29, 1985

The
Interlake
Corporation

$635,327
479,721
155,606
104,112
4,509
(6,145)
53,130
21,14
2,412
$29,577

Pro Forma (Unaudited)

Acme

As Steel

Reported Company

(in thousands)

CUITENT ASSEES .. .evinereinietveeniteteeteneeeeneneseetraensssensntsesessesasssrnsseessssssansnessssnsensnsnesnensnns $371,105 $ 58,837
Property, Plant and EQUIPMENT .......c.nmniniii et e 253,286 88,806
OThEr ASSEES ..euiveiiiinit ettt ettt ettt ettt e et e it eaeae e ae e st ean e e eata ettt an e aanaanes 105,006 23,562
TOMAl ASSEES ....ueieiniiniiiieiin i ee e et eet it eaeerseneren s e ra s s et st s b e raaanaaaes $729,397 $171,205
Current LIGDIES .....o.enen i et e e e raane $191,267 $ 46,745
Long-Term Obligations..........cc.cuuiiniiiiiiii et 186,377 13,986
Shareholders’ EQUItY ......cvueuininiiiiiiiiieiei et e et te it et e eteaeneaneeenananenrarnraeaseannenes 351,753 110,474
Total Liabilities and Shareholders’ EQUity ...........ccooueiuiiuniuieiiiiiiiiie e $729,397  $171,205

The
Interlake
Corporation

$315,031
164,480
81,444
$560,955
$146,849
172,39
241,75
$560,955

The pro forma financial information includes intercompany transactions and balances which were eliminated from the consolidated financial

statements of Interlake as reported.

The pro forma financial information does not anticipate changes including prospective benefits or costs which may result from the proposed actions.
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Product Withdrawal

JOHNSON & JOHNSON (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 15. Subsequent Event

As a result of criminal tampering with TYLENOL Extra-
Strength Capsules in February 1986, the Company an-
nounced the withdrawal of all capsule products made directly
available to the consumer. The Company also announced
that it will no longer manufacture or sell these capsule prod-
ucts and that it has no plans to reenter this business in the
foreseeable future. The costs associated with these deci-
sions are estimated at $150 million ($85 million after income
taxes), and include customer returns, inventory handling and
disposal costs, and communication expenses to reassure
consumers of the safety of non-capsule TYLENOL products.
The one-time cost will be provided by the Company in the
First Quarter of 1986.

Interest Rate Swap Agreement

LONE STAR INDUSTRIES, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

13 (In Part): Long-term Debt

In January 1986, the company entered into interest rate
swap agreements with a bank and financial institution totaling
$100,000,000 in order to reduce its exposure to floating
interest rates on a portion of its variable rate borrowings. The
agreements expire in January 1989 and provide for the com-
pany to make fixed interest payments of 9.0% per year and
receive payments based on the floating six-month London
Interbank offered rate. Payments are based on the nominal
$100,000,000 face amount of the agreements; no funds were
actually borrowed or are to be repaid. The company will re-
cord net interest expense or income related to this transac-
tion on a monthly basis.

Purchase Of Assets

PRAB ROBOTS, INC. (OCT)

NOTES TO FINANCIAL STATEMENTS

13. Subsequent Event:

On November 1, 1985, the Company purchased certain
assets, principally inventory and patents, of the FAB-TEC
automated equipment product line from Lamb Technicon
Corp. at a cost of $1,421,527. Consideration paid consisted
of $500,000 cash, a $309,027 10% promissory note due April
30, 1986 and 100,000 shares of the Company’s common
stock valued at $612,500.

RELATED PARTY TRANSACTIONS

Effective for financial statements for fiscal years ending
after June 15, 1982, Statement of Financial Accounting
Standards No. 57 specifies the nature of information which
should be disclosed in financial statements about related
party transactions. SFAS No. 57 restates “without significant
change” the disclosure requirements previously stated in
Statement on Auditing Standards No. 6. In 1985, 165 survey
companies disclosed related party transactions. Examples of
related party disclosures follow.

Transactions Between Affiliated Companies

ENGELHARD CORPORATION (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

10. Related Party Transactions

The Company, in the ordinary course of business, pur-
chases raw materials from entities in which it is informed
Anglo American Corporation of South Africa Limited (Anglo
American) has a material interest. Anglo American holds indi-
rectly a significant minority interest in the common stock of
the Company. The Company’s purchases from such entities
amounted to $171 million, $220 million and $198 million for
1985, 1984 and 1983, respectively, and were transacted
upon terms no less favorable to the Company than those
obtained from other parties.

Transactions Between Company and Major
Stockholders

HARNISCHFEGER CORPORATION (OCT)

FINANCIAL NOTES

Note 6: Transactions with Kobe Steel, Ltd. and ASEA
HARNCO Inc.

In October 1983, the Corporation concluded an agreement
with Kobe Steel, Ltd. of Japan (“Kobe”), which provides that
primary responsibility for the manufacture of P&H construc-
tion cranes will be shifted from the Corporation to Kobe and
that, until 1993, the Corporation will be the sole distributor in
the United States for P&H construction cranes manufactured
by Kobe.

The agreement also involves a joint research and de-
velopment program for construction equipment under which
the Corporation has agreed to spend at least $17 million over
a three-year period (of which approximately $15.2 million was
spent through October 31, 1985), for which it is being reim-
bursed by Kobe. Kobe has been a licensee of the Corpora-
tion since 1955, has owned certain Harnischfeger Japanese
construction equipment patents and technology since 1981,
currently owns 1,030,000 shares or 8.4% of the Corporation’s
Common Stock (See Note 13) and has one representative on
the Corporation’s Board of Directors. Kobe also owns 25% of
the capital stock of Harnischfeger of Australia Pty. Ltd., a
subsidiary of the Corporation.

Under agreements expiring in December, 1990, Kobe pays
technical service fees on P&H mining equipment produced
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and sold under license from the Corporation, and trademark
and marketing fees on sales of construction equipment out-
side the United States and Japan. Net fee income received
from Kobe was $2.8 million in 1985, $4.3 million in 1984 and
$3.1 million in 1983.

The Corporation’s purchases from Kobe of construction
and mining equipment and components amounted to approx-
imately $68.0 million, $33.7 million and $15.5 million during
the three years ended October 31, 1985, 1984 and 1983,
respectively. The sales to Kobe, principally components for
mining and construction equipment, excluding the R&D ex-
penses discussed above, approximated $9.6 million, $5.2
million and $10.5 million during the three years ended Oc-
tober 31, 1985, 1984 and 1983, respectively. Accounts re-
ceivable from Kobe approximated $7.7 million at October 31,
1985 and $6.1 million at October 31, 1984; accounts payable
to Kobe were approximately $39.0 million at October 31,
1985 and $140 million at October 31, 1984,

The Corporation owns 49% of ASEA HARNCO Inc., an
electrical control equipment company controlled by ASEA AB
of Sweden and a successor to a company organized in 1981.
During the three years ended October 31, 1985, 1984 and
1983, the Corporation’s purchases of electrical equipment
from ASEA HARNCO and its predecessor aggregated $10.2
million, $11.2 million and $6.1 million, respectively, and its
sales to ASEA HARNCO approximated $1.7 million, $2.6 mil-
lion and $3.8 million, respectively.

The Corporation believes that its transactions with Kobe
and ASEA HARNCO were competitive with alternative
sources of supply for each party involved.

MACK TRUCKS, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

2 (In Part): Relationships with Renault and Signal

As of December 31, 1985, Regie Nationale des Usines
Renault (“Renault”), through its wholly-owned subsidiary,
Renault Holding, S.A. (“Renault Holding”), owned
12,350,000 shares (41.9%) and Allied-Signal Inc. (“Signal”)
owned 3,113,334 shares (10.6%) of the Company’s outstand-
ing common stock. Renault could, after exercise of all of the
rights under agreements described below, own more than
50% of the outstanding shares.

* ¥ *k KX *

During the three years ended December 31, 1985, the fol-
lowing transactions by the Company, and the year-end bal-
ances between the Company and Renault, have been re-
flected in the financial statements:

1985 1984 1983

in thousands
Purchases of medium-duty trucks

and service parts............... $119,627 $140,700 $70,815
Interest earned on investments... 167 2,108 1,268
Sales of engines and parts........ 1,474 1,585 396
Short-term investments ........... —_ 20,000 20,000

Accounts receivable (including
interest on investments) ....... 920 1,740 1,041
Trade accounts payable........... 16,326 27,47 21,259

During the three years ended December 31, 1985, the fol-

lowing transactions by the Company, and the year-end bal-
ances between the Company and Signal, have been re-
flected in the financial statements:

1985 1984 1983
in thousands

Purchases of raw materials....... $28,379 $27,176 $18,155
Accounts receivable ............... 1,554 1,784 —
Accounts payable—current ....... 5,062 6,340 6,924
Accounts payable—long-term .... 4,394 7,170 5,696

Transactions Between Company And Investees

AFG INDUSTRIES, INC. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

10. Related Party Transactions

The Company leases an aircraft from an affiliate. This
lease required annual payments of $232,000 for the years
ended December 31, 1985, 1984, and 1983.

The Company has an engineering consulting contract with
a 50% owned affiliate. During 1985, the Company paid fees
of approximately $1,602,000 to this affiliate. The affiliate is
indebted to the Company in the amount of approximately
$132,000 as of December 31, 1985.

CLARK EQUIPMENT COMPANY (DEC)

NOTES TO FINANCIAL STATEMENTS

VME Group N.V. (in Part):

The accompanying consolidated financial statements of
Clark Equipment Company and its consolidated subsidiaries
and Clark Equipment Credit Corporation and its consolidated
subsidiaries include transactions with the 50% owned non-
consolidated company, VME Group N.V. The major related
party transactions are described as follows for 1985:

Clark Credit
Product sales.........ccoovieiiiiiiininnen. $62 $—
Net interest income...........cccvvveenenens 2 —
Parts distribution service fees.............. 13 —_
Dealer financing and factoring reimburse-

MENES evtiieeineereeeneereneaneneanees — 6
Product purchases ...........c.coveinvennes 35 —
Commission eXpense ............c.c.coeeenee 3 —
Other Services .......oooeveeveieeneienenannss 3 —
Accounts receivable (payable) at December

31, 1985 i 30 ()

The above described transactions are generally charged
on the basis of normal commercial relationships and prevail-
ing market prices.
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Transactions Between Company And
Officers/Directors

ARDEN GROUP, INC. (DEC)

NOTES TO FINANCIAL STATEMENTS

14. Related Party Transactions:

Two directors of the Company are associated with law
firms that render various legal services for the Company. The
Company paid these firms, in the aggregate, approximately
$377,000, $206,000 and $137,000 during 1985, 1984 and
1983, respectively, for their legal services.

The Company presently holds two notes receivable for a
total of $516,250 from an officer/director of the Company.
These notes arose from transactions in 1979 and 1980
whereby the Company loaned the officer/director money to
purchase an aggregate of 200,000 shares of the Company’s
Common stock at the then fair market value. These notes,
which bear interest ranging from 6-9%, are due in full on
January 4, 1991 and are collateralized by a second lien on
real property.

See Note 13 regarding ownership interest in property
leased by the Company and Note 15 regarding employment
agreements with officers and directors.

CAESARS WORLD, INC. (JUL)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 15. Related Party Transactions
Caesars Brookdale

In March 1983, the Company acquired the Brookdale Re-
sort in the Pocono mountains of Pennsylvania from certain
officers of a subsidiary. Of the total purchase price of
$4,274,000, the Company assumed $2,419,000 in liabilities
and committed to issue a total of 119,516 shares of the Com-
pany’s common stock in three equal instaliments in January
1985, 1986 and 1987. The purchase agreement provides that
upon demand by the sellers, the Company will reacquire the
shares issued each year for $15.52 per share, subject to
increase if legalized gaming is adopted and placed in opera-
tion at the Brookdale Resort prior to March 1987. The in-
crease up to a maximum of $23.89 per share depends upon
the date gaming operations may commence. During 1985 the
Company paid $618,000 in lieu of issuing common stock.

Travel Services

Certain travel services are purchased through two com-
panies, a principal of which is related to a director of
Boardwalk Regency Corporation, a wholly owned subsidiary
of Caesars New Jersey, Inc. The Company paid $1,839,000,
$2,397,000 and $4,554,000 to the travel companies in 1985,
1984 and 1983, respectively.

Lease Payments

Two directors of Boardwalk Regency Corporation are
partners in a partnership which owns property on which the
Caesars Atlantic City hotel/casino is situated. The Company
provided for lease payments of $6,124,000, $9,329,000 and
$7,149,000 to the partnership during 1985, 1984 and 1983,
respectively.
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HOLLY SUGAR CORPORATION (MAR)

NOTES TO FINANCIAL STATEMENTS

7. Related Party Transactions:

During fiscal 1985, 1984 and 1983, the Company pur-
chased raw material (sugarbeets) grown under Holly’s Stan-
dard Sugarbeet Contract from one of its Directors. These
sugarbeets were purchased under the same terms and con-
ditions applicable to other growers, and the raw material cost
of approximately $1,126,000, $1,131,000 and $864,000, re-
spectively, was included in cost of sales.

Arcanum | Partners (a limited partnership, of which one
partner is a Director of the Company) subleases a portion of
office space under lease by the Company. Under the provi-
sions of the sublease, Arcanum | Partners agreed to pay a
fixed minimum annual rental of approximately $36,000 during
the first five years and $46,000 during the remaining term of
the lease.

IROQUOIS BRANDS, LTD. (DEC)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 9. Related Party Transactions

The advertising of certain of the Company’s products was
handled by an advertising agency in which a former director
of the Company had a substantial interest. The billing by the
agency to the Company for advertising and expenses totalled
$729,000, $963,000 and $1,078,000 in 1985, 1984 and 1983
and included fees for the placement of advertising billed di-
rectly to the Company. In addition, certain media buying ser-
vices were handled by a company in which a former director
has a substantial interest. The fees paid by Iroquois during
1985 amounted to $180,600.

A subsidiary of the Company has an option which began
April 16, 1981 and expires on May 16, 1986 to purchase the
building housing one of its facilities at fair market value (ap-
proximately $2 million). The landlord has the option during
such period and on such terms to require the subsidiary to
purchase the facility. In the event the subsidiary does not
elect to exercise such option, the owner has advised the
subsidiary that it intends to exercise its right to require the
subsidiary.to purchase the property. The building is owned by
a partnership of which the partners are officers of such sub-
sidiary. .

JOHNSON PRODUCTS CO., INC. (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

10. Transactions With Related Parties:

The Company has a land-lease agreement with officers of
the Company, George E. Johnson and Joan B. Johnson,
under which the Company has constructed and furnished a
residence in Jamaica for use principally by distributors and
customers.

The annual land rental paid by the Company is $500 and
the expiration date of the lease is June 6, 1986. George E.
and Joan B. Johnson have the option to purchase the house
and furnishings from the Company at depreciated value, as
defined by the lease, upon expiration of the lease. The lease
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will be automatically renewed for a further term of 20 years if
the lessors fail to purchase the house from the Company.
The annual rental for the renewal period will remain at $500.
All leasehold improvements and operating expenses of the
facility are paid by the Company.

An officer, who is a major shareholder, and an employee of
the Company, serve as directors of the George E. Johnson
Foundation, Inc. (an organization exempt from taxation). No
contribution was made to the foundation in 1985 or 1984. In
1983, $100,000 was contributed to the foundation.

The Company has an investment in the common stock of
Indecorp, Inc., a holding company, which owns Indepen-
dence Bank of Chicago. Indecorp, Inc. is controlled by certain
officers and directors of the Company. At August 31, 1985,
the Company had on deposit at the bank $373,000 in de-
mand deposits.

Under seven lease agreements, Debbie’s School of
Beauty Culture, Inc. leases from a director of the Company
and a director of Debbie’s seven properties out of which the
schools operate. One lease provides for $6,400 of monthly
rental payments for a three year lease term with the remain-
ing leases providing for total monthly rental payments of
$8,000 for a five year lease term. The lessee is responsible
for all real estate taxes, maintenance and insurance ex-
penses.

INFLATION ACCOUNTING

Statement of Financial Accounting Standards No. 33, as
amended by SFAS No. 82, requires that companies with in-
ventories and gross properties aggregating more than $125
million or with total assets amounting to more than $1 billion
disclose current cost information. 475 survey companies dis-
closed current cost information in their 1985 annual reports to
stockholders. 5 survey companies disclosed constant dollar
information, rather than current cost information, because
there was-no material difference between constant doliar
amounts and current cost amounts.

Statement of Financial Accounting Standards No. 39, a
supplement to SFAS No. 33, requires that mining companies
disclose certain quantity and price information for mineral
reserves as specified in paragraphs 13 and 14 of SFAS No.
39.

Examples of disclosures of current cost and mineral re-
serve information follow.

Current Cost information

CROWN CORK & SEAL COMPANY, INC.

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

N. Inflation and Changing Prices (Unaudited)

The following information presents the effects of infiation
and price changes on the Company’s operations. This infor-
mation, required by the Financial Accounting Standards
Board's Statement 33, as revised by their Statement 82, is
supplementary and does not in any way change the primary
financial statements of the company.

Depreciation expense and cost of products sold are recal-
culated from historical dollars into “current cost” to reflect
specific price changes encountered by the Company. Depre-
ciation expense is restated to incorporate the greater cost of
replacing production plant and equipment. Cost of products
sold is recalculated to include the restatement of machinery
inventories which have a low turnover. Can, crown and clo-
sure inventories as expressed in the historical financial
statements have a high tumover and are considered to be
equivalent to current cost. Other items of income and ex-
pense in any year are transacted in the current year's dollars
and accordingly are not restated.

Current costs have been determined for the fixed assets of
the company by the indexation method. The index for ma-
chinery and equipment in the United States was obtained
from a major insurance company and is based on the inflation
component of higher prices for machinery in the sheet metal
fabrication industry. A parallel index was used for land and
buildings. Overseas, each subsidiary has sought to use the
most specific available index for its assets. To report units of
equivalent purchasing power, the U.S. Consumer Price index
for All Urban Consumers has been applied to foreign current
costs after translation to U.S. dollars.

Income tax is not adjusted which results in a higher effec-
tive tax rate on income measured by the current cost method
over the statutory tax rate applied to historical dollar income.
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As with most manufacturing companies, our data indicates
that inflation results in higher costs of replacing equipment
and higher effective tax rates which in turn reduce the funds
available from income for expansion.

Comparative Historical Dollar and Current Cost Income

Statement
Current Cost
As (In average
(In Million Dollars) Reported 1985 dollars)
INET SAIES o eeenieeeieieeiiieeeteiee et e e e e eeee e et e anessuesenraiaeseassnananaaensasses $1,487 $1,487
Cost of products sold excluding depreciation ...........ccooeivineiiiiiiiiniin, 1,260 1,262
Selling and administrative @XPense ..............eeeruieriiuiriiniiminiiiae 43 43
[T ) 10| P PRI PUS PP PP 44 65
INEEEESE «uenvnieitieetiiei ettt e e en e eteseaeaseaaeenenenessraenesssenaeseraentterenrasanaens 12 12
L1 | PP PP 1,359 1,382
INCOME DEfOrE 1AXES. .. vnenenieiieiiecrieeteeer e eieen e ereensaensaneteseananaanes 128 105
Provision for taXes 0N iNCOME. ........ivviniirenrenenenieiiieieieetiineatirtneeraneearaees 56 56
NEE MCOME ... eeeeteieeieeiieieeei e et eueraerteeseereenenestesnasnssensensensensensensssnsnns $ 72 $ 49
Increase in current cost of inventory and net fixed assets held during the year*..................coooiiiiin. $ 13
Effect of increase in general price level...........oooouiiuiiiiiiiiiiii 26
Excess of increase in general price level over increase in current CoSt.......ovvuvenimiiiiieiiiiiiicans $ 13

*At December 31, 1985 the current cost of inventory was $196 million and the current cost of net fixed assets was $495 million.

Five Year Summary—Constant Dollar and Current Cost
Financial Data

(In million dollars, except per share—constant dollar and cur-
rent cost in average 1985 dollars)

1985 1984 1983 1982 1981

Net Sales

Actual Reported..........cccuveuiiinneniiiiniiieeeenennnens $1,487 $1,370 $1,298 $1,352 $1,374

Constant Dollars ............ccovveveriniiiiiiiiireireeenes 1,487 1,419 1,402 1,507 1,625
Net Income

Actual Reported..........covimiieiniiiiniiiiiiieeeeens 72 60 52 45 65

Current Cost...unineniieiiiiniieiieieieeeeeeiaeeananas 49 46 32 23 36
Earnings per Common Share

Actual Reported..........coovveniiiiiiiiriiiiiieeeieeneae, 6.52 4,78 3.83 3.15 4.45

Current CoSt....covueuiiniiiinieiiiinieeaeeeeenenanenn, 4.42 3.66 2.41 1.59 2.50
Cash Dividends declared .............c.cocovviiiiiiiiinnnnn. — — — — —
Market price per Common Share at year end

Actual Reported...........ccooeviviiniiiniiiiiiiiinieienen, 89% 45% 36% 29%2 30

Constant Dollars ............oevniiiniiniiiiiieiceeeene, 88%a 46V 38% 3272 34%
Net Assets at year end

Actual Reported..........cocoveiiiiiiniiiiiiiiiinieeee, 532 498 544 560 567

Current Cost...cnineeeriiieiiiie i eee e e eaas 706 709 815 870 949
Unrealized gain from decline in purchasing power of net

aAMOUNtS OWEd ......cevvirenininiiiiiinanereneieieenenenens 3 2 1 1 5
Excess of increase in General Price Level over increase in

Current COoSt.....vuenerininiinrreereieeeneeeeenenenenenanenans 13 41 23 43 17
Equity adjustment from foreign currency translation on the

current cost basis (cumulative)............ccceeeiiinininin, m 208 152 107 53

Average Consumer Price Index (1967 equals 100).......... 322.2 3111 298.4 289.1 272.4
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BECTON, DICKINSON AND COMPANY (SEP)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note O—Supplementary Financial Data Adjusted for the
Effect of Changing Prices (Unaudited)

General Background

In 1982, the Company adopted the provisions of Statement
of Financial Accounting Standards No. 70 (SFAS No. 70),
“Financial Reporting and Changing Prices: Foreign Currency
Translation,” which amended Statement of Financial Ac-
counting Accounting Standards No. 33 (SFAS No. 33), “Fi-
nancial Reporting and Changing Prices.” Current cost
amounts since 1982, computed in functional currencies other
than the U.S. Dollar, have been adjusted to reflect the effects
of general inflation based on functional currency general
price level indexes (the restate-translate method). The
“Translation Adiustment” in the following schedules results
from differences between U.S. rates of inflation and rates
existing in foreign countries, and from changes in functional
currency exchange rates, as those two factors affect the
computation of current cost information. The current cost
data for 1981 has been prepared in accordance with SFAS
No. 33, and results for that year are therefore not comparable
to subsequent years.

The current cost information presented in the following
schedules on pages 34 and 35 has been prepared using
numerous assumptions, approximations, and estimates;
therefore, the resulting measurements should be viewed in
that context and not as precise indicators of the effect of
inflation on the Company.

Current Cost Method

The prices of most goods and services increase in an in-
flationary period but not necessarily at the same rate. There-
fore, under this measurement method, the Company has es-
timated the current cost of inventories and property, plant and
equipment and the related cost of products sold and depre-
ciation expense by estimating the change in prices of the
specific goods and services that the Company uses.

Since the Company uses the LIFO method of inventory
valuation for substantially all domestic inventories, the cost of
products sold related to these inventories in the historical
financial statements approximates that on a current cost
basis. Inventories not determined using the LIFO method
have been adjusted to current cost by use of indexes. The

current cost of property, plant and equipment was deter-
mined by applying external price indexes related to the as-
sets measured or obtaining specific price quotations from
vendors, and then adjusting the derived current cost for ca-
pacity and operating cost savings to arrive at the same ser-
vice potential as the assets owned. Depreciation expense
has been computed using the same method and depreciation
lives as used in the historical cost financial statements.

Income taxes have not been adjusted since present tax
laws do not allow deductions of inflation-adjusted deprecia-
tion expense. Accordingly, cash flow and income required to
finance replacement of existing facilities and equipment to
maintain present operating capability is further eroded.

Management Analysis

Although these schedules indicate that inflation over time
has caused an erosion of net income, it has been partially
offset by the unrealized purchasing power gain resulting from
the Company’s net monetary liability position. Inflation affects
monetary assets, such as cash and receivables, and mone-
tary liabilities, such as debt, payables, and deferred taxes.
Since the Company is in a net monetary liability position, it
benefits during periods of inflation because dollars with less
purchasing power will be used to satisfy its obligations in
future years. Lenders attempt to eliminate purchasing power
losses during a period of inflation by increasing the interest
rate charged. Interest expense in the borrowers’ historical
cost financial statements reflects this inflation component.
Therefore, the purchasing power gain may be viewed as an
offset against actual interest expense.

There are various means available to the Company and
programs are in place to help reduce the detrimental effects
of inflation. The Company has attempted over the years to
adjust selling prices to maintain profit margins. Competitive
conditions permitting, the Company modifies its selling prices
to recognize cost changes as incurred. The change to the
LIFO method of accounting for substantially all of the domes-
tic inventories in 1980, whereby the most current costs are
charged against current revenues for both financial reporting
and income tax purposes, resulted in improved cash flow due
to lower income taxes paid. Further, improving productivity is
one of the best methods the Company utilizes to minimize the
impact of inflation. There is an ongoing review of productivity
by management for all of the Company’s operations. Em-
ployees are encouraged to suggest methods or techniques
for productivity improvement which reduce operating costs.
Over the years our capital expenditure program was intended
not only for additional capacity but also for productivity im-
provements. As of September 30, 1985, over thirty-five per-
cent of the historical cost of property, plant and equipment
had been acquired within the last three years.



inflation Accounting

Consolidated Income Adjusted for Changing Prices
Year Ended September 30, 1985

Thousands of dollars, except per share data

B 1L U PP
Cost of products Sold*.........coeieiiieniniiniiiiii e
Selling and administrative eXpense” ..........ccoeivevereiveiieriirniereniiiiiiiniinie,
Depreciation........cccviuieiiniuiiiiiiiiiiieiie e et
Research and development @XPeNnse .........c.ocvveeiuriruiiieniiierenieeiinieinsenses
Other EXPENSe ........ccuviuiutiiiirniiiiitirriier et siera et etaa it rreresentenenes
Income before iNCOME taXES........vvvviereeerereriniininiiiiinieerrieeeicieenanes
INCOME tAX PrOVISION ....uveenenieninieiiienierinieniieietineiaetsereeesenetaesaanaens

NEt INCOME ... eeeeineiiieieiei e eieeetreeeeeeseeesasaecnssassasonssesnsensnssnanes

Earnings per Share........ ..ot

Purchasing power gain per share............cccocoveiiiiiiiiiiiiiiiiiinn,
L £ e

......

......

......

......

Increase in the cost of inventories and property, plant and equipment held during the year

due 10 SPECIfiC PriCeS. .. .cuiuieiiieiiiieneriiieretrneierrrererirenerenraaneeans

Less: Increase in the cost of inventories and property, plant and equipment held during the

year due to general inflation ..............cooiiiiiiiiiiiiiiii i
Excess of increase in specific prices over increases in general inflation.............
Translation adjustment .........coveiiniiriiiiiiiiirie e

*Excluding depreciation.

......

As Reported in
the Primary
Statements
(Historical Cost)
$1,143,789
577,312
311,983
56,913
59,934

6,678
130,969
42,967

$ 88,002

$ 4.20

85

Adjusted for
Changes in
Specific Prices
(Current Cost)
$1,143,789
582,768
311,983
58,200
59,934
6,678
124,226
42,967

$ 81,259
1,483
82,742
3.88
.07
3.95

L IR < B <

43,668

24,476
$ 19,192
$ 10,754

At September 30, 1985, current cost of inventories was $219,907 and current cost of property, plant and equipment, net of accumulated

depreciation, was $538,878.

Five-Year Comparison of Selected Financial Data Ad-
justed for Effects of Changing Prices

Years ended September 30

Thousands of average 1985 dollars, except per share data 1985
Net Sales

Asreported ......cooiiiiiiniiiii e $1,143,789

In constant dollars...........cccoeiiieiiiiiiiiiieiene, 1,143,789
Net Income

As reported .........ceeeiininiiiiiiiiei e e e e $ 88,002

At current Cost......ovevniniiiiniiniiiiireeieee e 81,259
Earnings Per Share

Asreported .........coeeiniiiiiiiiii e $ 4.20

At current €OST......ooieiiiiriiiiiiiirereeree e 3.88
Net Assets at Year-End

As reported .....c.oeviieiiiiiiii e eeaes $ 681,052

At current COSt....cuiuiiiiniiiiiiiiii e 778,117
Excess of Increase in Specific Prices of Inventories and Prop-

erty, Plant and Equipment Over Increase in General Infia-

HOML L.t ee e e enaae $ 19,192
Purchasing Power Gain From Holding Net Monetary Liabilities

During the Year........cccvveneuiiniiniiiiiiiiiieieieennen, $ 1,483
Translation Adjustment............ccovviiiiniiiiirirenrenennenns $ 10,754
Dividends Per Share

Asreported ........oeiiiiiiiiiii e, $ 1.20

In constant dollars..............coeveviiiiiiiiiiiiieninns 1.20
Market Price Per Share at Year-End

Asreported .......oconviniiniiiiiie e $ 5525

In constant doflars............ccoeiiniiiiiiiiiiieeeeens 54.38
Average Consumer Price Index.............ccoecvenvininennnns. 319.4

1984
$1,126,845
1,168,174
$ 63,403
55,650
$ 3.03

2.66
$ 606,775
748,422
$ 13517
$ 3,227
$ (10,419)
$ 1.16%

1.21
$ 37.38

37.96

308.1

1983 1982
$1,119,520  $1,113,921
1,208,431 1,244,009
$ 35,930 76,692

23,354 67,368
$ 1.71 3.63

1.12 3.19
$ 597,710 $584,360

806,396 966,334
$ 8029 $ 117N
$ 1,951 $ 9,385
$ (3379 $ (3,139
$ 115§ 1.10

1.24 1.23
$ 4075 $ 41.00

43.25 44.64

295.9 286.0

1981
$1,066,093
1,279,151
$ 75,863

74,874
$ 3.61

3.57
$ 565,896

815,559
$ (G733
$ 11,533
$ 1.00

1.20
$ 3850

44.03

266.2
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INTERCO INCORPORATED (FEB)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

(Dollars in thousands except per share data)
16. Infiation Accounting (Unaudited)

The accompanying inflation-adjusted financial information
is presented in accordance with the requirements of the Fi-
nancial Accounting Standards Board (FASB). The FASB re-
quires that certain historical financial information be adjusted
for the effects of specific price changes (current cost). Other
information, such as historical dollar sales, dividends and
common stock prices, is required to be adjusted for general
inflation by applying the Consumer Price Index for All Urban
Consumers (CPI-U). As acknowledged by the FASB, the
methods used to prepare this data are experimental and,
because of necessity, are based on assumptions, estimates
and subjective judgments.

The “current cost” method measures the effect of specific
price changes on inventory, and property, plant and equip-
ment as a result of inflation. The current cost of inventories
owned is the current cost of purchasing the goods concerned
or the current cost of the resources required to produce the
goods concemed. The current cost of inventories was deter-
mined utilizing the first-in, first-out method of inventory valua-
tion adjusted for unrecognized price increases through appli-
cation of the Bureau of Labor Statistics Producer Price Index
(BLS-PPI) for those inventory items applicable to the com-
pany.

Net sales and other iNCOME...........c.euiniieiiiiiiiiiiiii e
Cost of sales (excluding depreciation) ............coveiiveiiiniiiiinininninenenrneeiiniien
Selling, general and administrative expenses (excluding depreciation)...................
Depreciation @XPENSE .........cveuvvuririiuieneitieriiieieeiirierririaerartseeseataiiaans
INTEreSt EXPENSE ....euvvnsinrnieniieinenseatireenrin e eanrrnearaneraasasaersenesnennns
Asset redeployment @Xpenses..........coouveiiiiiiiiiiiiiiiiiiiiiee e anes
INCOME FAXES ... unineniirininiiiiniiiit ittt eis e e e ee e eaecaerasseneanas

NEt @aMNINGS .- cenneeeniene ittt eaetraanrrsasasesasecrononnas
Earnings per ShOre............coocuviuiiiniiniiiinii i
Effective income 10X rate ........ocovivieiiiiiiiiiiiiiniiniiiniiereaeeeaes
Purchasing power gain on net monetary assets held.........................
Increase in general inflation of inventories and net property, plant and equipment during

the YeOr ....inieniiiiiiiiii e
Effect of increase in specific prices (current cost)..........c.coeviiiiinnnnns
Excess of general inflation over specific price increases ....................

The current costs of inventories and net property, plant and
equipment were $647,753 and $651,437, respectively.

The current cost of property, plant and equipment was de-
termined using the appropriate BLS-PPI, other externally
available indices, and management's estimates and apprai-
sals. The current cost of property measures costs of assets
having the same productive efficiency as those owned by the
company. Current cost does not consider the efficiencies or
cost savings that might be realized by replacing existing as-
sets with new, more efficient or more technologically ad-
vanced assets.

The purpose of current cost restatement is to provide an
estimate of the impact of price changes on net earnings and
cash flow. However, current cost data does not reflect
specific plans for replacement of property, nor does it purport
to represent precise measurement of assets and expenses.
The adjustment to cost of sales reflects the change in begin-
ning and ending inventory levels as adjusted for increases in
specific prices of inventory. The adjustment to depreciation
reflects the increased expense associated with the current
cost valuation of property, plant and equipment. Depreciation
was computed using the company’s normal depreciation
methods and depreciable life assumptions.

In accordance with FASB requirements, inflation adjusted
net earnings do not reflect an adjustment to historical income .
tax expense, because present tax laws do not allow deduc-
tions for increased depreciation and cost of sales due to infla-
tion. As a result, the adjustments made for inflation are not
tax effected. Thus, the effective tax rates and net earnings on
an inflation adjusted basis are distorted.

The summary consolidated statement of earnings adjusted
for inflation for the year ended February 28, 1985, is as fol-
lows:

As Reported in Adjusted for

the Consolidated Specific

Statement of Price Changes

Earnings (Current Cost)

$2,657,598 $2,657,598

1,795,826 1,796,020

611,616 611,616

44,643 72,926

26,400 26,400

35,010 35,010

71,940 71,940

2,585,435 2,613,912

$ 72,163 $ 43,686

$4.45 $2.69

49.9% 62.2%

................ $201
................ $ 58,426
................ 58,727
$(301)
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The following five-year comparison shows selected histori-
cal financial data adjusted for the effects of changing prices:

1985 1984 1983 1982 1981

Current cost data:

Net @OMINgS «...c.vvneenrniiniiniiiiiieneeeeeeeenennen, $ 43,686 $ 92,632 $ 60,976 $ 82,824 $ 62,251

Earnings per common share ..................ciiiii 2.69 5.59 3.n 5.05 3.81

Net assets at year end..........ccevevvevirieneneneenenianns 1,347,595 1,386,916 1,384,509 1,324,563 1,205,824
increase in general inflation over increase in specific prices of

inventories and net property, plant and equipment ....... (301) 74,563 42,987 2,933 20,507
Other information adjusted for general inflation:

Net sales and other income............ccceveeinienenennen. 2,657,598 2,835,857 2,793,710 3,064,985 2,981,906

Purchasing power gain on net monetary assets held...... 1,949 5,391 14,063 11,063

Dividends paid per common share .........cc.coovueennnnes 3.03 3.00 3.10 3.27 3.29

Market price of common stock at year end................ $ 62.00 $ 61.57 $ 67.79 $ 46.21 $ 61.46
Average consumer price indeX ...........ccceeiiiieeinniennnnn. 312.9 300.5 290.8 275.9 251.4

McDERMOTT INTERNATIONAL, INC. (MAR)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

Note 12—£Effects of Changing Prices (Unaudited)

In compliance with FASB Statement No. 33, “Financial
Reporting and Changing Prices” (as amended by FASB
Statement No. 82), certain supplementary information relat-
ing to the effects of changing prices is presented below. The
information adjusted for changes in specific prices is calcu-
lated by adjusting cost of sales and depreciation expense for
changes in those prices that relate to property, plant and
equipment, and inventory being used in the activities of the
business. No other items of revenue or expense in the Con-
densed Consolidated Statement of Income are adjusted.

Depreciation expense included in income adjusted for
changes in specific prices is computed using the same de-
preciation methods and depreciable lives as are used for
conventional financial statements.

Any comparison between the conventional financial
statements and the required supplemental disclosures must
be viewed with caution. The amounts shown adjusted for
changes in specific prices include the use of estimates and
assumptions. Changes in individual prices are caused in part
by changes in the general purchasing power of the dollar and
in part by other supply and demand factors including
technological change.

The benefit from income taxes remains unchanged be-
cause tax laws do not allow McDermott International to claim
tax deductions related to these adjustments.

The gain from the decline in purchasing power of net
amounts owed reflects the fact that total liabilities having a
future fixed cash settlement exceeded total assets with simi-
lar characteristics. This unrealized gain theoretically repre-
sents the fact that net liabilities can be repaid with dollars
having a lesser value than at the beginning of the year due to
inflation.

The increase (decrease) in specific prices of inventories
and property, plant and equipment represents the difference
between the current cost amounts at the beginning of the
year and the end of the year. Part of the difference is attribut-
able to inflation in general and part is attributable to economic
factors affecting the individual prices of the particular assets
owned. To the extent that the difference has been realized by
a sale during the year, it is included in income from opera-
tions on a current cost basis. The unrealized portion does not
represent receipt (disbursement) of cash and should not be
considered as providing (reducing) funds for reinvestment or
dividend distribution in the current period.

The net assets shown under changes in specific prices are
adjusted only for changes in inventory and property, plant
and equipment.



88 Section 1: General

Condensed Consolidated Statement of Income Ad-
justed for Effects of Changing Prices Fiscal Year Ended March 31, 1985

(In thousands except for per share amounts)

As Reported Adjusted for
in the Changes in
Conventional Specific
Financial Prices
Statements (Current Costs)
REVENUES ...ttt e ee e e e v e et e eaas $3,233,871 $3,233,871
Cost and Expenses .
Cost Of OPErGHONS ....c.ueunireriiiiiiiiie et ere s et e e e eenaanns 2,892,930 2,898,588
Depreciation and amortization...............ceueiiiiiiiiiniiiiiiei e 148,946 193,952
Selling, general and administrative eXpenses...............cceeviveiunriieecninneiiinnnne. 300,774 300,774
Other INCOME ... eutintiiiiie it tee e e st e et e re e ee e e eans 53,486 53,486
Income (Loss) Before Provision for Income Taxes, Minority Interest and Extraordinary
MM ettt et e e e e e et e e ans (55,293) (105,957)
Benefit from INCOME TAXES .....cevueenieniieiiiieee et e e e eaeeae e reaenns 89,613 89,613
MINOTItY INTEIESE. ... eeeniinitiet ettt ae st ee e reesnenenensaennanas (15,340) (15,340)
EXITQOrdinary Gain.......c.ocuviuiriniinriiiiiiiriieeiieeer i erie i ereere et eeerneeareaenns 11,687 11,687
Net INCOME (LOSS).....euiniiiiiii i e e e e e e ee e e i aes $ 30,667 $ (19,997)
Income (Loss) per common and common equivalent share (Primary) ..........c..coceuveee $ 0.83 $ (0.54)
Gain from decline in purchasing power of net amounts owed...........ccoecuvinvenrnnnnns $ 15,861
Increase in current cost of inventory and property, plant and equipment held during the
year (based on specific price changes) .........coouvineiniiiiiiiiiiiiiiieeeeereenreaes $ 147,028
Effects of increase in general price level..............ccoviiiiviiiiiiieii, $ (63,962)
Increase in current cost of inventory and property, plant and equipment held during the
year (based on specific price changes) net of changes in the general price level...... $ 83,066
Net assets af Year end........cooiiiiiiiiiiiiiiiiiiii e eeier e earrerareeeneens $1,202,909 $1,537,865

*At March 31, 1985, current cost of Inventory was $265,067 and current cost of Property, Plant and Equipment, net of accumulated depreciation
was $1,476,850.

Five-Year Comparison of Selected Supplementary Fi-
nancial Data Adjusted for Effects of Changing Prices

(In thousands except for indices and per share amounts)
(In average for the year dollars)

For Fiscal Year Ended March 31,

1985 1984 1983 1982 1981
Adijusted for Changes in Specific Prices (Current Costs)

Net income (I0SS) ......ceoevrimiiniinniiriiiiniieieereeneennen $ (19,997) $ 32,58 $ (9,157) $ 97,756 $ (21,551)
Net income (loss) per common and common equivalent share (0.54) .95 (0.25) 2.64 (0.58)
Net assets at year end.............coveviiviiiiiieniineninnne. 1,537,865 1,675,363 1,792,880 1,929,862 1,881,891
Increase (Decrease) in current cost of inventory and prop-

erty, plant and equipment held during the year, (based on

specific price changes) net of changes in the generai price :

level (oo 83,066 (1,136) (29,055) 30,427 17,705
Other information: )
Gain from decline in purchasing power of net amounts owed 15,861 23,282 25,290 52,313 83,977
Cash dividends per common share.................cccceuennn. 1.80 1.87 1.94 1.85 1.78
Market price per common share at year end................. 25% 32% 20 25 44%

Average consumer price indeX .............oeveurenininninenns 313.9 301.7 291.7 277.4 253.4
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NATIONAL SERVICE INDUSTRIES, INC. (AUG)

NOTES TO CONSOLIDATED FINANCIAL STATE-
MENTS

7. Supplementary Information on Changing Prices (Unau-
dited)

The accompanying tables set forth selected financial data
adjusted for the changes in specific prices (current cost) in
accordance with the Financial Accounting Standards Board's
Statement No. 33 “Financial Reporting and Changing Prices”
as amended by Statement No. 82. Current cost estimates are
necessarily based upon numerous assumptions and subjec-
tive judgements. Although management believes that the es-
timates have been developed in a reasonable manner, in
compliance with the requirements of Statement No. 33, it
should be recognized that they may be of only limited value
because of the high degree of imprecision inherent in the
estimation process. Thus, the data presented herein should
be viewed in the context of Statement No. 33 and not as
precise indicators of the effects of inflation on the Company.

Description of Computations
Current Cost

Current cost estimates for property, plant, and equipment
were developed primarily using historical costs that were
specifically indexed for the increased cost of purchasing or
replacing them during 1985. Where more representative val-
ues were available from independent appraisals or recent
additions of comparable facilities, these values were used
and similarly adjusted by appropriate indices.

The current cost of inventories and linens in service was
estimated based on the Company’s current material, labor,
and overhead rates. No adjustment was made to reflect re-
stated depreciation in inventory as the effect of such adjust-
ment would not be material.

Depreciation and amortization were recalculated based on
property, plant, and equipment restated at current cost, and
cost of sales was recalculated based on the current cost
amounts of inventory and linens in service over their average
carrying period.

Purchasing Power Gain (Loss)

In periods of inflation, companies that hold cash and re-
ceivables lose in terms of general purchasing power because
these monetary assets will buy less at the end of the period
than at the beginning. On the other hand, those that have
debt and payables during inflation will gain because these
amounts will be repaid with dollars of lower purchasing
power. The net gain or loss in purchasing power, which is
shown separately in the accompanying supplemental data,
has been calculated based on the Company’'s average net
monetary assets and liabilities for the year mulitiplied by the
change in the CPI-U for the year. It is a theoretical gain or
loss only and does not represent a change in funds available
for investment in the business or distribution to shareholders.

General Comments on Inflation

For the year ended August 31, 1985, net income as re-
ported was $67.7 million. As a result of adjustments to reflect
changes in specific prices, net income was $64.5 million.

The adjustments as prescribed by Statement No. 33 repre-
sent an attempt to estimate what it would cost in terms of
today’'s prices to replace currently existing facilities regard-
less of whether the funds to do so are available or such
replacements are necessary or physically possible. In cal-
culating the impact on income, no consideration is given to
the possible cost savings from reduced manpower require-
ments, lower maintenance costs, and reduced energy con-
sumption that would be realized if new facilities were made
available.

in the normal course of business, the Company replaces
its plant and <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>