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FOREWORD 

A year ago a report on the Financial Position of the Aircraft Industry, pre~ 
·Professor Bollinger and Professor Lilley of our aviation research staff, was pub 
the Harvard Business School. Since then several research projects relatin 
aircraft industry, including a report to the United States Army Air Forces on LV-t-o­
of Surplus Aircraft and Major Components Thereof, have been carried on at the School. 
The results of one of those projects are presented in this bulletin. 

One purpose of the present study is to bring up to date the basic financial data 
presented in last year's report. Because of the very real progress made during 1944 by 
the government and by the aircra,ft industry in planning for conversion to peacetime 
operations, the industry's transition problems now can be evaluated in more specific 
terms than were possible a year ago. Hence in the present study an attempt has been 
made to appraise quantitatively the financial problems which will influence the in­
dustry's technical progress, its production, and its employment levels in the immediate 
postwar period. 

Because of the rapidity with which the aircraft industry has been forced to expand 
its operations during the war years, the problems of postwar readjustment for the 
industry not only are particularly difficult but they have far-reaching ramifications 
into many parts of the American business structure. No one can know now when the 
war will end, or just what conditions will be faced when the end does come, and the 
authors of this report, Professor Lilley and Mr. Horton, make no predictions on those 
subjects. The authors do analyze the industry's financial problems of postwar recon­
version in the light of information now available. Periodically, as further changes in 
conditions warrant, members of the School's aviation research staff plan to re-examine 
the industry's current status and prospects. 

The cost of this research project was met from funds contributed by the aviation 
industry. 

MELVIN T. CoPELAND 

Director of &search 
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APPENDIX A 
' 

I 
NOTES REGARDING INDUSTRY COMPOSITE DATA OF TEN MAJOR 

AIRFRAME MANUFACTURERS 

Summary Notes Regarding Balance Sheet, Income Statement, and Other Data 

The Balance Sheets and Income Statements of the 
average airframe manufacturer for I942 and I94S 
are shown in Tables I and 2. A cpmposite statement 
was compiled based on the individual statements 
of ten major airframe manufacturers. The average 
company statement simply represents the composite 
financial figures reduced to an average by dividing 
th~ totals by ten. Composite statements are not 
shown herein; persons wishing to obtain composite 
statements may multiply each item on Tables 1 and 

12 by ten. 

Changes in 1942 Statements 

The I942 statements are essentially similar to those 
presented in a study published last year on the "Fi­
nancial Position of the Aircraft lndustry,''l How­
ever, three adjustments have been made in the I942 
data as originally published in order to make them 
comparable with the available data for I94S· 

Ten ·companies instead of Eleven 

During 194s, two of the eleven companies included 
in the 1942 study were merged. Therefore, reference 
is made in th,is study to ten airframe manufacturers, 
but the data actually represent the same eleven 
manufacturers referred to in last year's study. In 
all cases where figures of the average airframe manu­
facturer are shown, they ·represent the composite 
figures divided by ten, because only ten companies 
are now in existence. The financial ratios and re­
lationships for this average company are not affected 
by this change. 

Substitution of One Company 
Since the necessary financial data for one of the 

companies included in the 1942 study were not 
available for 1 94S, it was necessary to exclude this 
company from the data for bo~ 1942 and 194S· A 
company of comparable size, for which both 1942 
and I 94S data were available, was substituted. This 
change did not significantly alter the amounts of the 
composite data; for example, the composite net sales 
were decreased by less than one-half of one per cent. 

•Filum&i4I Position qf IM Aimafllndustry (Harvard Business School, 
DiviJion of Research, Business Research Studies, No. o8, 1943). 

Additional Renegotiation 

As stated in the 1942 study, renegotiation settle­
ments were not final for two companies. Since that 
time, one of these two companies has completed re­
negotiation on 1942 operations and the other has 
reached a tentative agreement with the government. 
In both cases the 1942 financial statements have 
been revised to take into account the additional 
amount of renegotiation refund. The effect of these 
adjustments reduced the composite net profit after 
taxes less than one per cent. 

Sour"ces of Information 

The basic sources of information were identical to 
those used in the 1942 study, that is, the audited 
statements obtained from the accounting depart­
ments of the ten companies. Nine of these ten com­
panies manufactured airframes and spare parts 
therefor. For the tenth company the audited state­
ments of the Airplane Division were used. Again 
this year it was necessary to allocate to this Airplane 
Division an equitable portion of the entire corpora­
tion's cash, United States securities, postwar tax 
refund, provision for federal taxes, and net worth. 

The income statements shown in Table 1 are for 
· the fiscal years 1942 and I 94S, and the balance sheets 

shown in Table 2 are as of the end of the fiscal years 
1942 and I94S· Of the ten companies included in 
this study, the fiscal year of six ended on December 
SI, two on November so, and two on September so. 

35 

Adjustments 

Five types of adjustment were .made in th.e 1942 
and I94S audited statements of rune comparnes and 
of the Airplane Division of the tenth company: 

{I) Balance sheet and income statement ite~ 
were reclassified and further breakdowns made m 
order to obtain uniform classifications of accounts. 
None of these adjustments involved any change in 
earned surplus. 

(2) Where necessary, income and expense items 
were adjusted and net profit. d~creased to allow .fo~ 
the estimated effect of renegotiation of the comparnes 
contracts with the United States Government. The 



effect of these adjustm~nts was to reduce net profit 
after taxes of the ten cojnpanies combined by slightly 
less than 2I% in I943 11nd 4I% in I942. 

One company had already reached an agreement 
with the Price Adjustment Board regarding its 
renegotiation refund for the year I 943 at the time 
its annual report was published. In the case of six 
companies, either preliminary or final agreements 
had been reached at the time these data were ob­
tained. In the case of the three remaining com­
panies, the amounts of the renegotiation refunds were 
estimated, based on statistics furnished by the com­
panies and data regarding refunds made by other 
companies. Final agreements regarding I942 re­
negotiation refunds have been made by all of the 
companies except one, and that company has made 
a tentative agreement with the Price Adjustment 
Board. 

(3) In the case of several companies, adjustments 
were made to obtain uniformity in the accounting 
treatment of cost-plus-fixed-fee contracts. A majority 
of the companies took fees under cost-plus-fixed-fee 
contracts into income on the basis of expenditures 
made (i.e., amounts billable to the government). 
Some companies, however, accrued fees on some 
other basis, such as actual deliveries of aircraft. In 
these latter cases in I942, adjustments were made to 
accrue fees on the basis of expenditures. Mter this 
adjustment, net sales of all companies included ex­
penditures and accrued fees, and operating expenses 
included all expenditures to date under cost-plus­
fixed-fee contracts. 

Siinilar adjustments were made in the I943 state­
ments; however, only those expenditures made in the 
fiscal year I 943 and the accrued fees thereon were 
included in the I 943 income statement. 

(4) In I942 adjustments were made to consolidate 
into the balance sheet of one company a wholly 
owned subsidiary formed to construct a plant under 
an Emergency Plant Facilities contract. This sub­
sidiary had not been consolidated in the published 
balance sheet. However, the assets of this subsidiary 
were purchased by the government shortly after the 
close of the I 943 fiscal year. In order to present a 
more accurate, up-to-date breakdown between com­

. pany- anc;l government-owned plant facilities, ad-
justments have been made in the I943 balance sheet, 
giving effect to the dissolution of this subsidiary and 
the purchase of its assets by the government. 

(5) In I942 only, adjustments were made to 
eliminate intercompany accounts and items of two 
companies. One of these companies had a sub­
stantial investment in the other at the close of the 
I942 fiscal year. Because these two companies were 
merged in I 943, similar adjustments were not neces­
sary in I943· 

Other Data 

Certain additional. composite statistics are pre­
sented along with the statements. These data are: 

Wage and salary expenditures in the first quarters 
of I943 and I944· 

Expenditures for materials in the first quarters 
of I 943 and of I 944· 

Government-owned cost-plus-fixed-fee inventories 
at the end of the fiscal years, I 942 and I 943· 

Government-owned plant, property, and equip­
ment at the end of the fiscal years, I 942 and I 943· 

In certain companies, precise accounting measures 
of these data were not available, and company esti­
mates based on statistical data were used. 

Notes Regarding Specific Balance Sheet and Income Statement Accounts and Other Data 

The following notes briefly describe the nature of 
each account and of each statistical item included in 
the foregoing statements. I 

Asset Accounts 

Cash, Unrestricted. Cash the use of which is not re­
stricted by contract with the United States Govern­
ment or banks. 

Cash, Restricted. Cash the use of which is restricted 
by contract with the United States Government or 
banks. 

lA more detailed description of the types of reclassifications and 
adjustments made in both 1942 and 1943 data is given in Financial 
PosUWn of the Aircraft Industry {Harvard Bwiness School, Division of 
Research, Bwincss Research Studies, No. 28, 1943), pp. 35-41. With 
the exceptions noted above, the types of reclassifications and adjust­
mentsarethesameforboth 1942 and 1943• 
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United SUites Government and Other Marketable Securi­
ties. United States Treasury securities and market­
able short-term notes. 

Accounts Receivable: United States Government Fixed­
Price Contracts. Receivables from the United States 
Government under the terms of fixed-price contracts. 

Accounts Receivable: United States Government Cost­
Plus-Fixed-Fee Contracts. Unreimbursed expenditures 
and accrued fees under cost-plus-fixed-fee contracts, 
and advances made to subcontractors under such 
contracts. 

Miscellaneous United States Government and Other 
Accounts Receivable. All accounts receivable other 
than those due from the United States Government 
under fixed-price and cost-plus-fixed-fee contracts. 

Advances to Vendors. Advances to or deposits with 



vendors against unfilled orders for materials and 
parts. 

Invenl6ries. Total company-owned inventories, 
including shop supplies, perishable tools, and com­
pany-owned material in the hands of vendors. 

Plant, Property, and Equipment: &gular Facilities 
(other than emergencyfacilities). All company-Owned 
fixed assets except emergency facilities covered by 
certificates of necessity (to be amortized over 6o 
months) and emergency plant facilities (the cost of 
which is to be reimbursed by the United States 
Government over 6o months). 

Plant, Property, and Equipment: Emergency Facilities 
(constructed under certificates of necessity) . Emergency 
facilities covered by certificates of necessity and 
hence amortizable over a period of6o months. 

&serve for Depreciation and Amortization. All de­
preciation and amortization reserves against the 
above two Plant, Property, and Equipment accounts. 

) Expenditures under Emergency Plant Facilities Con­
tracts, .Net of Amortization. Expenditures under 
Emergency Plant Facilities contracts, net of amounts 
reimbursed by the United States Government. 

Postwar Tax Refund. Estimated postwar refund of 
federal excess profits tax. 

Deferred Charges and Miscellaneous Assets. ·Items car­
ried in the audited statements of the companies as 
deferred charges, and other assets which could not be 
classified as current assets or fixed assets. 

Government-Owned Assets 

1 Government-Owned Invenl6ries (under cost-plus-fixed­
fee contracts). Government-owned inventories related 
to cost-plus~fixed-fee contracts as of the end of the 
1942 and 1943 fiscal years of the companies. 

Government-Owned Plant, Property, and Equipment. 
The investment of the United States Government and 
its agencies in fixed assets used by the companies, as 
of the end of the 1942 and 1943 fiscal years of the 
companies. 

Liability Accounts 

Accounts Payable and Miscellaneous Current Liabilities. 
Items carried in the audited statements of the com-. 
panies as accounts payable and all miscellaneous 
current liabilities which could not properly be 
classified in the various other current liability ac­
counts shown. 

Wages and Salaries Payable. Wages and salaries 
payable as shown in the audited statements of the 
companies. 

Notes P'!)'able 16 Banks. Notes payable to banks 
shown as current liabilities in the audited statements. 
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Provision for Taxes other tL Federal Income Taxes. 
Provision for all taxes other than federal income and 
excess profits taxes. l. 

Advances other than United S!_ates Government. Ad­
vances other than those received from the United 
States Government. 

Provision for Federal Income and Excess Profits Taxes. 
Estimated provisions for federal income and excess 
profits taxes before deduction of postwar refunds. 

Refunds Due United States Government. Refunds due 
the United States Government for contract price 
adjustments and for renegotiation of government con-
tracts. · 

United States Government Advances and Progress Pay­
ments. Advances and progress payments received 
from the United States Government in' connection 
with fixed-price and cost-plus-fixed-fee contracts. 

Bank Loans under Emergency Plant Facilities Contracts. 
Loans payable to banks in connection with Emer­
gency Plant Facilities contractS, under which the 
government reimburses the cost of such facilities over 
a Go-month period. 

Other Noncurrent Liabilities. Includes only deferred 
income. 

Reserves for Specific Liabilities. Reserves for self­
insurance and service guarantees. 

&serves for Postwar and General Contingencies. Re­
serves which are not for specific liabilities but for 
postwar or general contingencies. 

Capital Stock and Capital Surplus. Capital stock (in­
cluding preferred and common stock) and capital 
surplus (including paid-in surplus) as shown in the 
audited statements of the companies. 

Earned Surplus. Earned surplus as shown in the 
audited statements of the companies, adjusted to 
allow for the adjustments made in net profits result­
ing from changes related to cost-plus-fixed-fee con­
tracts and renegotiation. 

Income Statement Accounts 

Net Sales: Fixed-Price Contracts. Net sales under 
fixed-price contracts, less provisions for refunds to 
the United States Government (including refunds 
for contract price adjustments and refunds to pro­
vide for renegotiation settlements). 

Net Sales: Cost-Plus-Fixed-Fee Contracts. Expendi­
tures and accrued fee5 under cost-plus-fixed-fee 
contracts. 

Operating Expenses: Fixed-Price Contracts. All costs 
and expenses applicable to products sold under 
fixed-price contracts. 

Operating Expenses: Cost-Plus-Fixed-Fee Contracts. 
Expenditures applicable to cost-plus-fixed-fee con­
tracts. 



Other IncoTT/4 (Net) .~fiscellaneous income, which 
it was not considered p oper to include in Net Sales, 
less miscellaneous de cations, which it was not 
considered proper \O · . lude in Operating Expenses. 

Provision for Federof IncoTT/4 and Excess Profits Taxes 
(Net of Postwar Tax Refund). Estimated provision for 
federal income and excess profits taxes after deduct­

. ing the postwar refund of excess profits taxes. 
Net Profit. Net profit after taxes but before de­

ducting Provision for Postwar and General Con­
tingencies. 

Disposition of Earnings: DWidends Paid. Preferred 
and common stock dividends paid by the companies. 

Disposition of Earnings: Provision for Postwar and 

General Contingencies. Provision for postwar contin­
gencies and other general contingencies. 

Disposition of Earnings: Balance to Surplus. Net 
Profit less Dividends and Provision for Postwar and 
General Contingencies. 

Average Monthly Expenses, First Quarters of 
1943 and 1944 · 

Wages and Salary Expense. Average monthly ex­
penses for all wages and salaries during the first 
quarters of I943 and I944· 

Material Expense. Average monthly expenses for all 
materials, purchased parts, and subcontract iteiUS 
during the first quarters of I943 and I944· 

APPENDIX B 

DERIVATION OF THE PROJECTED BALANCE SHEETS OF THE AVERAGE 
AIRFRAME MANUFACTURER 

Balance sheets showing the estimated effects of 
conversion from war to peacetime operations upon 
the average airframe manufacturer's financial status 
are projected in Tables A, B, and C. These tables 
show the three following projected, or pro forma, 
balance sheet statements as of December gi, I946, 
one year after the date on which it is assumed most 
war contracts will be canceled: 

(I) Reasonably Optimistic Balance Sheet, Table A. 
The purpose of this statement is to indicate the com­
pany's financial status if reasonably optimistic as­
sumptions are made regarding termination losses and 
unreimbursed expenditures incurred in I946. 

( 2) Out-of-Cash Balance Sheet, Table B. The purpose 
of this statement is to indicate the maximum unre­
imbursed expenditures the company can absorb in 
the year following major terminations without 
eliminating all cash. It is based on the assumption 
that termination losses will remain at the reasonably 
optimistic level indicated in Table A. 

(3) Out-of-Cash Balance Sheet, Table C. The purpose 
of this statement is to indicate the maximum termina­
tion losses the company can absorb without elimi­
nating all cash. It is based on the assumption that 
unreimbursed expenditures in I946 will remain at 
the reasonably optimistic level indicated in Table A. 

In the derivation of the reasonably optimistic 
balance sheet; the actual balance sheet of the average 
airframe manufacturer on December gi, I943, is 
used as a starting point and is indicated as Balance 
Sheet No. I on Table A. Adjustments are first made 
to this statement to reflect the effect of two years of 
continued large-scale wartime operations; Balance 
Sheet No.2, as of December gi, I945, gives effect to 
these adjustments. Then adjustments are made to 

this No. 2 statement to reflect the liquidation of 
assets and liabilities during I946; Balance Sheet 
No. 3 reflects these changes. The remaining adjust­
ments are then made to reflect the effect of termina­
tion losses and unreimbursed expenditures in I 946 
(as optimistically estimated). The reasonably opti­
mistic statement as of December gi, I946, is then 
shown as Balance Sheet No. 4 in the last column of 
Table A. 

In the derivation of the out-of-cash balance sheets 
(Tables B and C), the same assumptions are made 
regarding all factors except that the higher levels of 
termination losses or unreimbursed expenditures are 
assumed. Therefore, all of those adjustments re- i 
fleeted in Balance Sheet No. 3 on Table A are the 
same for both the optimistic and the out-of-cash 
statements. Hence, Balance Sheet No. 3 is used as 
the starting point in Tables B and C. On both of 
these tables, adjustments are made to indicate the 
effect of termination losses and unreimbursed ex­
penditures sufficiently high to eliminate all cash. 
In Table B, expenditures are increased while 
termination losses remain at the optimistically esti­
mated low level. In Table C, termination losses are 

·increased and expenditures are kept at the optimistic 
level. In this manner, the two out-of-cash balance 
sheets for December 3 I, I 946, are derived. 

g8 

The specific adjustments made in deriving the 
various balance sheets, the basic assumptions upon 
which each adjustment is based, and comments 
thereon, when necessary, are stated below. For the 
person who wishes to follow in detail each adjustment 
in Tables A, B, and C, the debits and credits to 
individual accounts are shown for each specific 
adjustment. 



Table A. Derivation of Reasonably Optimistic Projected Balance Sheet of the Average Airframe Manufacturer I December 31,1946 
(In thousands) 

Balance Acljuatmenta for Contlaued l Balance 
Adjustments for Year Fodowins MajorTenniaatlons (Year 1946) Balance Sheet No.1 War Operatlone Sheet No. 2 Sheet No.4 

Adjustments for Liquidation Balance Adjustment& for Unrelm· 
Sheet No.3 buned Expenditures and Final Items Actual Partial Projected of Aeseta and LiabiUUca Termination Loasea Projected Balance Retained Liquidation Balance Balance Sheet Cash of Aaeeta and Sheet Pt. lim !nary Sheet, Dec:ember 31, Profits Liabilities December Jl, Tax Adjuat· Other Adiuet· Projected Looses and Tu December 31, 1943 1945 menta menta BaL Sheet, Unrdmbuned 

Claims 1946 
Dec. Jl, 1946 

Expenditurea 

ASSETS· 
Ctnuw<r Amrn: 

{ S7,1554 
{ 34~~ {Su,.oooj Cash and Marketable Securities ••••...•••. s 59.548 2>4006 $J8,o5Jld s 31,051 87,190' Srr,195 S.7,386 1,618k 817,8o4 Accounts Receivable, including Advances 

to Vendon .......................... 107,750 3•o3•5d 75.425 6J,J#h 8,o8t 8,o8t Inventories . ........................... 45o357 IJ,fioJd 31,?50 11J .. 14h 4,536 4·536 Conttact Termination Claims .•.•.... , ••. . . . . . ..... 27,214/1 2?,214 117 .. 1-tf< . .... 
Total Current Assets ••••••.•...••••...•. S•••,655 S138,•o6 867,217 S3oo421 

FEDERAL TAX RuuND CLADIS .......... '." { 2721 1,388 S8,257n g,645 I,IIC!f' 
NET PLANT,PROPER.TY,AND EQ.mPMENT •. ..•. 8,on R,p>b s.6n •·5351 3•142 { 58oi 

3·299 40J111 ExPENDITURES UNDBR EMERGENCY Pt.Am 
FACIUTIEB CoNTRACTS, NET OF AI.!ORTIZA· 
TION, ,, •• ,, ,, •• • • • •• • • • • • • • • • • • •• • • • • • 810 - 401 4011 ..... ..... 

POSTWAR TAX Rutn<D ................... 3.473 4>095<1 7·568 7o5fi& ..... ..... 
DEntuum CHARGES AND MisCELLANEOUS 

455 Amrn ................................ 1,821 1,821 1,821 r,J66m 
CAPITALIZED DEVELOPMENT EXPENDrruJlES . . . . . . . . . . ..... 2,8ooj 2,8oo 
TOTAL.Amrn ....................... ,, ,,, S••6,836 S•s3,693 S73,568 S46,62o 

UABIUTIES 
CuRRENT LIABILITil!S: 

Accounts Payable and Miscellaneous Cur· 
s 48.7•9 14,61gd $ 3•lJIIO 31,674/1 s · rent Liabilities •••••.•.• , ••••••••. , ••• 

•·436 s •·436 Provision for Federal Income and Excess 
Profits Taxes ••••••••••••• , .••••... , •• 36>490 21,14od 15,350 709/ 14,641h ..... . .... Refunds Due U. S. Government ••.•.•.••• 22,o<J9 22,048d • • • 0 • ..... . .... Advances, Progress Payments, and Bank . 
Loans 87,257 •6,177d 61,o8o 3•·••4/1 o8,856 24o493k 4,363 Total Current Liabilities •••••••••••••••. $194,5•4 $110,540 S3•·•9• s 6,799. 

BANK LoANS UNDER EamRGENCY PLANT FA· 

61g f CILITIEI CoHTRAt.'TI, , • , , , , , •••• , o , , , , , • 470 409< 61 ..... . .... 
OrHER NONCURRE>rr LIABILITil!S ........... 311 Sll 311 233m 78 
NET WoRTH ••••••••••••••••••••••••••••• 31,531 ll,lljOD 42,781 {Ia& 41,965 rB4oj 710/ 1,1o3k 8,llj7n 39.743 TOTAL Lwln.mEa ........................ S226,836 8153,693 173.568 l,saGm S46,62o 
NET WoRKING CAPITAL (current assets less 

current liabilities) . ................. , , .. s 18,131 s •7,686 S 35,925 . S23,622 

Non: The aaumptlona underlying each of the above adjustments are explained In the accompanying notes. For convenience, each eet of adJustment& is lettered and the notel eeareaated accordins to tbeee 
Jet ten. Amounll iD ltallc::a are credit entrlc:a. lndicatina: a decreaae in Uleta or an lncrcue iD liabilitiet. Amounta not iD ltaUCI are debit entriet. iDdlcalinl; an incn:aae in aueta or a decrc:ue 1n llabilltia. 



' Deyvation o£ Reasonably Optimistic Balance Sheet, Table A 

Adjustments to Bai.J.ce Sheet No. I Giving Adjustment d: adjustment for a reduction in current 
Effect to an Estimated jTwo. Years. o£ Continued assets and current liabilities to reflect 30% cutbacks 

War ,Operations and partial cancellations during I945· 
Atijustment a: adjustment for profits retained in the 

company during 1944 and 1945· 

SPECIFIC ADJUSTMENTS: 
Increase in CaSh and Marketable 
· Securities 

Increase in Postwar Tax Refund 
Increase in Net Worth 

BAste AssuMP'noN: 

Debit Credit 

Retained profits (net profits less dividends) in 1944 will be the same 
as in 1943, wbile cutbacks and partial cancellations will reduce 1945 
retained profits to so% of the ·~level. 

CoM>JENT: 
In the construction of estimated profit and loss statements for 1944 

and 1945, the assumption bas been made that the present federal 
income tax law will remain in effect throughout 1944 and •945· No 
attempt has been made to take into account any changes in the 
nature of the company's business, such as a further shift to cost-plus­
fixed-fee business or to commercial business. 

Atijustment b: adjustment to include the unexpend­
ed portion of depreciation and amortization charges 
for 1944 and 1945 as a source of funds. 

SPECIFIC ADJUSTMENTS: Debil 
Increase in Cash and Marketable Secur-

ities · S2,4CJ0,000 
Decrease in Net Plant, Property, and 

Equipment: · 
Increase in Reserve for 

Depreciation and 
Amortization S~OO?,ooo 

Less: Increase in Plant, 
Property, and Equipment 1 ,6oo,ooo 

BASic .As:sulw'r:oN: 

Credit 

An amount equivalent to 40% of the total depreciation and amor­
tization expense for 1944 and 1945 will be expended to increase 
plant, property, and equipment. Cash will increase to reflect the 
unexpended depreciation and amortization charges, the increase 
being 6o% of the charges during 1944 and 1945• 

CoM>IENT: 
The estimates of depreciation and amortization charges are based 

on individual company reports and on Form 10K reports on file with 
the Securities and Exchange Collllllission. . 

Adjustment c: adjustment for the reimbursements 
received during 1944 and 1945 from the United 
States Government for reimbursable costs incurred 
in the acquisition or construction of fixed assets under 
Emergency Plant Facilities contracts. 

SPECIFic AD]Um.IENTS: Debit Credit 
Decrease in Bank Loans under Emergency 

Plant Facilities Contracts S409,ooo 
Decrease in Net Unreimbursed Expendi-

tures under Emergency Plant Facilities 
Contracts 5409,000 

BAJJc As:wlwnoN: 
Expenditures under Emergency Plant Facilities contract~ will be 

reimbursed by the United States Government at a rate of oo% per 
year. Payments received will be used to reduce the bank loan made 
under these contracts. 

SPECMC ADJUSTMENTS: 
Decrease in Accounts Payable and Mis­

cellaneous Current Liabilities 
Decrease in Provision for Federal In­

come and Excess Profits Taxes 
Decrease in Refunds Due United States 

Government 
Decrease in Advances, Prngress Pay­

ments, and I1ank Loans 
Decrease in Cash and Marketable 

Securities 
Decrease in Accounts Receivable 
Decrease in Inventories 

BAlllc AswHPnoN: 

Debit 

21,140,000 

22,o4fl,ooo 

Credit 

S38,o52,~ 
32,325,000 
13,607,000 

Large-scale wartime production will continue until December 31, 
1945, but cutbacks will reduce 1945 sales 30% below the 19#level. 
The cutback will decrease accounts receivable, inventories, ~ 
counts -payable and miscellaneous current liabilities, and advances, 
progress payments, and bank loans to a level 30% below the Decem­
ber 31, 1943, level. The federal income and excess profits tax lia­
bility will decrease to re8ect the lower profits during 1945· Refunds 
due the United States Government at the end of 1943 will be paid 
and no further liability for refunds will be incurred. Final termina­
tion setdements on contracts canceled during 1944 and 1945 will be 
made before December 31, 1945· 

Adjustments to Balance Sheet Statement No. 2 
Giving Effect to Liquidation o£ Assets and 

Liabilities during 1946 

Adjust11Uint e: adjustment for the conversion of the 
postwar tax refund into cash. 

SPECIPIC ADJUSTMENTS: 
Increase in Cash and Marketable 

Securities 
Inerease in Federal Tax Refund Claim 
Decrease in Net Worth 
Decrease in Postwar Tax Refund 

BASIC AssUMPTION: 

Debit Crtdit 

S7,1go,ooo 
272,000 
1o6,ooo 

Before December 31, 1946, the postwar tax refund will be con­
verted into cash at a s% cfucount. 

CommNT: 
The postwar tax refund certificates become negotiable after the 

dc:clared cessation of hostilities. Because they pay no interest and 
will mature a! varying periods several years hence, they will have to 
be sold at a dtScount. Approximately the same effect on cash would 
resu}t if the company borrowed 95% on the face value of its refund 
certificates. 

It has been assumed that the loss resulting from the 5% discount 
be considered as a loss incurred in 1946 and that the company will 
file a. ~aim for a refund of prior years' taxes under the loss carry-back 
provwon of the federal tax law. Therefore, a federal tax claim bas 
been set up. This tax claim is classed as a noncurrent asset. Even 
if the loss carry-back provision of the present tax law remains in 
effect, it will probably take considerably longer than one year after 
December 31, 1946, to submit a claim, to have it processed by the 
Bureau of Internal Revenue, and to receive payment of the claim. 

Atijustment f: adjustment for accelerated amortiza­
tion of emergency plant facilities constructed under 
certificates of ~ecessity. 



SPECIPIC AD.JUn"'EIIITS: Debit Credit 
lncrea5einFederal Tax Refund Claim S1,n6,ooo 
Decrea5e in Provision for Federal Income 

and Excess Profits Taxes 709,000 
Decrease in Net Worth 71o,ooo 
Decrease in Net Plant, Property, and 

Equipment S2,535,ooo 

BASIC AssuiiPriON! 

The amortization of emergency plant facilities constructed under 
certificates of necessity will be recomputed during 1946 and claims 
for refun~ of prior yean' taxes will be filed (except for the year 
1945). It IS assumed that the company will revise its 1945 federal 
income tax return before making full tax payments in 1946 to allow 
for accelerated amortization. Hence, the current tax liabilities paid 
in 1946 will be lowered accordingly. 

CoMMENT: 

The accelerated amortization carried back against 1945 and prior 
years is estimated on the basis of individual company reports and 
F~r~ 10K reports on file with the Securities and Exchange Com· 
IDWlOD, 

Adjustment g: Adjustment for the payment of the 
net unreimbursed expenditures incurred in the ac­
quistion or construction of fixed assets undel' Emer-

1 gency Plant Facilities contracts. 

SPEcmc AD.JUn"'EEIITS: Debit Credit 
Incr .... in Cash and Marketable Securities 
Deerea>e in Bank Loans under Emergency 

S34Q,OOO 

Plant Facilities Contracts 6t,ooo 
Deer .... in Net Unreimbuned Expenditures 

under Emergency Plant Facilities Con­
tracts 

BAS1c AssmwrloN: 

S40t,ooo 

Expenditures under Emergency Plant Facilities contracts still 
unreimbursed by the United States Government on December 31, 
1945, will be reimbursed in 1946, and any remaining bank loans 
made under these contracts will be liquidated. Title to these facili­
ties will pass to the United States Government at that time. 

Adjustment h: adjustment to reduce current assets 
and liabilities to the level necessary for immediate 
postwar operations. 

SPECIFIC ADJUSTMENTS: Debit 
Increase in Contract Termination Claims S27,214,ooo 
Decrease in Accounts Payable and MiJ.; 

cellaneous Current Liabilities 31,674,000 
Decrease in Provision for Federal Income 

and Excess Profits Taxes 14,641,000 
Decr ... e in Advances, Progreu Payments, 

and Bank Loans 32,224,000 
Decrease in Cash and Marketable Securities 
Decrease in Accounts Receivable 
Decrease in Inventories 

BASIC AssuMPTION: 

Credit 

Sn,Igs,ooo 
67,344,000 
27,214,000 

By December 31, 1~, all federal tax liabilities will be paid. 
Cutbacks and cancellations of contracts will reduce other current 
assets and current liabilities to levels considered normal for a volume 
or sales equal to 5% of the 1944 level. Tbe following normal levels 
are expressed as percentages of the December 31, 1943, level:t ac· 
counts receivable, 772%; inventories, 10%; accounts payable and 
miscellaneous current liabilities, s%; and advances, progress pay ... 
ments, and bank loans, 5%· It is further assumed that contract 
termination claims equal to the reduction in inventories will be set 
up, and that additional advances or bank loans will be obtained 
amounting to go% of these contract termination claims. 

tThe December 31, 1943, level is assumed to be the same as the 
December 31, 1944, level. Since no end-of-the-year balance sheet is 
given for 1944, the percentages are expressed as of the I 943 level. 

CoMHENT: ; 
The levels assumed for accounts receivable, inventories, accounts 

payable and mi.cce!Janeous curren~ liabilities, and advances and 
progress payments are considered ri.ormal for a dollar volume of 
sales equal to 5% of the 1944 vol~. These estimates are based on 
a study of prewar levels of current asSl;m and liabilities of airframe 
manufacturers and on discussions of the variables involved 'with 
industry and government executives. 

It is assumed that the company will submit termination claims in an 
amount equal to . the reduction in company-owned inventories. 
A~y, claims may not be submitted for all such inventories. This 
pOSSible decrease may be offset or more than offset by othei claims 
submitted, including claims for profits allowed on work-in-process 
not yet delivered under fixed-price contracts. · 

Adjustments to Balance Sheet Statement No. 3 
Giving Effect to Reasonably Optimistic Estimates 

of Termination Losses and Unreimbursed 
Expenditures during 1946 

AdJustment J: adjustment for reasonably optimistic 
estimate ofunreimbursed expenditures during 1946. 

SPECIPIC ADJUSTMENTS: Debit Credit 
Decrea>e in Net Worth (excluding 

federal income tax adjustments) S7,8.4o,ooo 
Increase in CapitaliZed Development 

Expenditures 2,8oo,ooo 
Increase in Net Plant,. Property, and 

Equipment 56o,ooo 
D=e in Cash and Marketable 

Securities S 1 I ,2oo,ooo 

BASIC AssUMPTION! 
Unreimbursed expenditures during the year after major termi­

nations, 1946, will total2% of the war peak level of annual expenses. 
It is arb.itrarily assumed that 70% of the total unreimbursed expendi­
tures will be charged to current operations, 25% to capitalized de­
velopment expenditures, and 5% to fixed assets. 

CoMMENT: 
Unreimbuned expenditures include all expenditures for whieb the 

company is not reimbursed during the year following major termi­
nations either by the government or by commercial customers. 
These unreimbuned expenditures could in part be represented by 
increased inventories. This assumption has not been made, how­
ever, since current assets were adjusted earlier on another basis (sec 
A<fjustmenl h). 

Federal income tax adjustments arising because of the losses in­
curred arc not included here, but arc shown separatdy (see .4t!Just-
menl n). · · · · . · 

, The company will of course be reimbursed for some expenditures 
made in 1946. It will receive payments under the terms of any active 
contracts, and it will receive reimbunement from the government 
for some post-termination expenses. To simplify the presentation, 
adjustments are not made to reflect the flow of funds due to these 
reimbursed expenditures. The crucial factor affecting the company's 
working capital position is the level of unrcimbursed expenditures 
in 1946, and hence adjustments are made to reflect only these unre· 
imbuned eash outlays. 

Adjustment k: adjustment for reasonably optimistic 
estimate of termination settlement losses. 

SPEcmC AD.JUn"'ENTS: Debit Credit 
Increa>e in Cash and Marketable Se-

curities S r,6r8,ooo 
Decrease in AdvanCes, Progress Pay-

ments, and Bank Loans 24,493,000 
Decrea>e in Net Worth (excluding federal 

income tax adjustments) 1,103,000 
Decrease in Contract Termination Claims S27,214,000 



BASic AssmwnoN: b 
The net 1om on contract • lion settlements will be limited to 

t% of total inventories on 31, 1945, including company-
owned inventories and goverh.ment-owned inventories connected 
with cost-plus-fixed-fcc con~. This lass excludes any los. arising 
from disallowance or post-termination expenses, which are taken into 
account in determining the level of unrcimburscd expenditures 
(AdjuslmmtJ}• 

inventory losses connected with termination settlements as losses 
occurring in 1945, even though the amount of the loss is determined 
in 1946. If such losses are established before 1945 federal tax lia­
bilities are paid, the company may be able to file an amended 1945 
tax retorn and pay lower taxes. Because of the unocrtainties in­
wived, no allowance is made in the above adjustments for such a 
reduction in current tax liabilities. 

CoiDIENT: 
It is estimated that total inventories on December 31, 1945, will be 

so% lower than the actual inventories on Dcccmbcr 31, 1943, be­
cause of the cutbacks and partial cancellations occurring in 1945· 

.Acijustment m: adjustment for partial liquidation of 
miscellaneous assets and liabilities and for deprecia­
tion during 1946. 

SPECIPIC AI>.JllSI1oiENTB: Dtbil Crtdil 
Termination losses, as defined herein, represent the reduction in 

net working capital which will occur in making termination settle­
ments. Hence, they are net lames rather than total disallowances of 
the company's termination. claims; that is, they represent gros. dis­
allowances of claims less profits allowed on the terminated contracts 
less reserves for such losses already on the company's boob. 

For tax purposes, the company may be able to consider some 

Decrease in Net Worth (excluding federal 
income tax adjustment) 

Decrease in Other Noncurrent Liabilities 
Decrease in Deferred Charges and Mis­

ccllancous Assets 
Decrease in Net Plant,· Property and 

Equipment 403·000 

Table B. Derivation of Out-of-Cash Projected Balance Sheet of the Average Airframe Manufacturer, 
December 31, 1946, with Reasonably Optimistic Estimate of Termination Losses 

(In thousands) 

Items 

ASSETS 
CutlRE>rr Am:rs: 

Cash and Marketable Securities .•••.•.••.•...•••• , , • , ..................... , ••••••. 
Accounts Receivable, including Advances to Vendors ••••.••.•.•..•.••••••.• , ••••••. 
Inventories ....................................... ...•.................. , ...... . 
Contract Termination Claims ••••••••••••.•••• , ••••••••••••••••••••••••••••••• , •• 

Total Current Assets ••••• , •••••••••••••••••••••••••••••••••••• , ••••••••••••••• 

FEDERAL TAX REFUND CLAIMS ... -- ............. - .... - .............. - ............ . 
NET PLANT' PRoPERTY' AND EQ.UIPIIENT • •••••••••.••••••••••••••••••••••••••••••••• 

POSTWAR TAX REFUND .......................................................... . 
~ C>UO<GEI A>Q) ~CELLAJ<EOUI A.s<TI ••••••••••••••••••••••••••••••••••••• 
~rrAIJZED l>EV!OUOP>UO<T EOlPE><DrruRES •••••••••••••••••••••••••••••••••••••••••• 

TarAL Astrn .••.••.••..••...••••.•..••...•...••..•.........•.•..•........•...•. 

UAJJIUTIES 
CuJulp.NT l.JABIUTIES: 

Aa:ounts Payable and Miscellaneous Current Liabilities •....••••••••• , ••••• , •••• , , • , 
Provision for Federal Income and Excas Profits Taxes •••••.•.•••••••••••••• ,, ••••• , 
Refunds Due U.S. Government ••••••••••••••• , •• , •••••• ,, •.••••••• , •••••••••••. 
Advances, Progress Payments, and Bank Loans ••• , .. , ....... , .•••• , •••• , ••••••• , • , • 

Total Current Liabilitcs 

()-mEa NoNCURRENT Lw!WTIES ................................................. .. 

NET WoaTH ••••••••.•••••• - ••• · .•.••••••••••••••.•....•.•..••••••.•• ,,, •••.•••. 

TarAL Lu.BitJTIES-· • • • • • • • • • • • • • · • • • • • • • • • • • • · • • • • · • • ••••..••.•••••••.•••...•••. 

NET WoatUNo ~rrAL ......................................................... . 

Balance 
Sheet 
No.3" 

ProJected 
Balance 
Sheet, 

December 31, 
1946 

1•7·386 
8,o81 
4·536 

27,214 ---
567,217 

'•388 
g,l.f-2 

. ..... 
1,821 ...... ---

173·568 

5 •·436 ...... . ..... 
•8,856 ---

131,•9• 

311 

4'·965 ---
173.568 
= 

l35,9•5 

Adjustment. for Unrelm- Balauce 
bureed Expenditllftl and Sheet 

Tennlnation Loeeea No.5 

ProJected 
Tax BalaDcc 

Loaea Clalma Sheet, 
December 31. 

1946 

{ 5"!J,CJ04P 
...... 

t,6t8g s 8,o81 
4·536 

ll7,:1141J ...... ---
St2,617 

{ '>450P St8,9'3' 20,301 

4"31' 
4,189 

. ..... 
1,j66r 455 
7••5'P 7,251 ---

144,813 

s 2>436 
.. ..... . ..... 

·~4939 ~363 ---
5 6,799 

{ 
•33' ,a 

•o,so3P 
1,1039 IB,gljS 37.936 
1·536' ---

144,813 

s 5,818 

•BalaDce Sheet 3 In Table A. 
NOT&: Tbe aaumptioM und~dtv1 1na: eachh of the above adjustmenta are explained in the accompanyina: notes. For convenience each eet of adluttmentllllet-

tered and the notee .earegated accor ng tot eae let ten. • 
A.mouau lbown in ltallaldare credlnlt •

1
1antrb

1
t
1 
.. 1,;~1cating a decmue In uaet1 or an lnc:rea~e In llabiiJtlea. Adju1tmcnta not •hown In ltallc:e are debit entrlel lndlcat-

lDI an iDa'eue in aueta or a ec:reaee ~ • 



BABic AssmiPnoN: 
Noncash adjustments during 1946 will decrease deferred charges 

and miscellaneous current assets, by 75% and will decrease miscel­
laneous noncurrent liabilities by 75%· The reserve for depreciation 
of fixed assets will increase because of the normal depreciation 
charges during the year. Net worth will decrease to the extent of the 
difference between these adjustments. 

CoMMENT: 
As the scale of operations decreases, deferred charges will be 

written off against current operations, and some miscellaneous other 
assets will be liquidated. Also, the opecial reserves included in 
miscellaneous noncurrent liabilities will be decreased as losses are 
written off against them. In addition, the noncash expense of de­
preciation will be incurred by the company. Since the unreimbursed 
expenditures included in iltijwlmml j exclude losses arising from 
expenses not involving cash, these separate adjustments are necessary. 

Adjustment n: adjustment fqr. federal tax' refund 
claims accrued in 1946. 

SPECIPIC ADJUSTMENTS: 
Increase in Federal Tax Refund Clai~. 
Increase in Net Worth 

BASte Assm.rPnoN: 

Debit Crtd~ 
18,257,000 

The average company will make claims for federal tax refunds 
under the loss carry-back and the unused excess profits credit carry­
back provisions of the law, thus increasing total federal tax refund 
claims. Because net worth was previously decreased by the amount 
of gross losses before any provision for changes in federal tax claims, 
these federal tax adjustments will incrc:asc the balance of net worth. 

CoMMENT! 

Tbe total 194Slosses to be carried back are determined by ildjusl­
mmtsj,k,andm. In addition to the carry-back of these r946losses, 
the company can also claim a refund of prior years' taxes due to the 
unused excess profits credit carry-hack provision of the law.· The 
resulting federal tax claims are treated as noncurrent assets, as dis· 
cussed under A.djwtmml 1. Data regarding tax . computations of 
individual airframe companies were wed in estimating the amount 
of the tax claims. 

Derivation of Out-of-Cash Balance Sheet, Table B 

The adjustments made in deriving this out-of­
cash balance sheet are identical to those made in 
deriving the reasonably optimistic balance sheet in 
Table A, with two exceptions. First, the magnitude 
of unreimbursed expenditures in 1946 is increased to 
indicate the maximum unreimbursed expenditures 
the company can absorb without eliminating all 
cash. It is assumed that termination losses will re­
main at the reasonably optimistic level. Second, 
because of the larger expenditures, the magnitude 
of the federal tax refund claims is increased. 

Balance Sheet No. 3, shown in Table A, is used as 
the starting point. Adjustments are made to this 
statement similar in nature to those shown in Table 
A but differing in magnitude to reflect the above two 
changes. 

Adjustment p: adjustment for "out-of-cash" estimate 
ofunreimbursed expenditures in 1946. 

SPECIPIC ADJUSTMENTS: D•hil Crtdil 
Decrease in Net WOJ"th (excluding fed-

eral income tax adjustment) S00>303,ooo 
Increase in Capitalized Development 

Expenditures 7,251 ,ooo 

D16il Crtdil 
Increase in Net Plant, Property, and 

Equipment S1>450,ooo 
Decrease in Casb and Marketable Securities Sog,004.ooo 

BASic AssuuPnoN: 
The magnitude of unreimbursed expenditures will be sufficiently 

high lo reduce the company's cash to zero. The magnitude of termi­
nation losses will remain unchanged at the reasonablyoptimisticlevel. 

Adjustment q: same as Adjustment k. 
Adjustment r: same as Adjustment m; 
Adjustment s: adjustment for the federal tax refund 

claims accrued in 1946. 

SPECIPIC ADJUSTMENTS: 
IncreaseinFederalTuRefirndOaim 
Increase in Net Worth 

BASIC A..ssmiPnON! 

Dehil Credil 
Sr8,gr3,ooo 

The average company will make claims for federal tax refunds 
under the loss carry-back and the unused excess profits credit carry­
back provisions of the law, thus increasing total federal tax refund 
claims. Because net worth was previously decreased by the amount 
of gross l.,.,es before any provision for changes in federal tax claims, 
these federal tax adjustments will increase the balance of net worth. 

CoiiJIENT: 
The losses to be carried back are determined by iltijuslmmls p, q, 

andr. 

Derivation of Out-of-Cash Balance Sheet, Table C 

The adjustments made in Table C differ in only 
two respects from those made in deriving the reason­
ably optimistic statement (Table A). First, the mag­
nitude of termination losses in 1946 is increased to 
indicate the maximum termination losses the com­
pany can absorb without eliminating all cash. It 
is assumed that unreimbursed expenditures will re­
main at the reasonably optimistic level (as shown 

43 

in Table A). Second, the magnitude of the federal 
tax refund claims is increased, because of the larger 
losses. 

As in Table B, Balance Sheet No. 3 is used as the 
starting point. Adjustments are made to this state­
ment similar in nature to those shown in Table A but 
differing in magnitude to reflect the above two 
changes. 



I 

Atijustment t: same as Abjustment j. · 
B"!" Adjustment u: adjustn:lent for "out-of-cash" esti-
1anate of termination losses. 

Atijustment v: same as Atijustment m. 
Adjustment w: adjustment for the federal tax refund 

claim accrued in 1946. 
r 
.' SPEC!F1C ADJUSTMENr.l: Debit Credit SPECIFIC ADJUSTMEI'n'S: 

Increase in Federal Tax Refund Claim 
Inaease in Net Worth 

Debit Credit 
S22,678,ooo 

Decrease in Advances, Progress Payments, 
and Bank Loans S24,493,ooo 

Decrease in Net Worth (excluding federal BASic Assm.wnoN: 
income tax adjustments) I8,go7,000 

Decrease in Cash and Marketable 
Securities S•6,t86,ooo 

Decrease in Contract Termination Claims 27,21~000 

BASte AssuuPTI:oN: 
The magnitude of termination losses will be suflicieotly high to 

reduce the company's cash to :zero. The magnitude ofunreimbursed 
expenditures will remain unchanged at the reasonably optimistic 
level. 

The average company will make claims for federal tax refunds 
under the loss carry .. back and the unused excess profits credit carry­
back provisions of the law, thus increasing total federal tax refund 
claims. Because net worth was previously decreased by the amount 
of gross losses before any provision for changes in federal tax claims, 
these federal tax adjustments will increase the balance of net worth. 

CoMMENT: 

Tbe losses to be carried baek are determined by Adjustments 1, u, 
andv. 

Table C. Derivation of Out-of-Cash Projected Balance Sheet of the Average Airframe Manufacturer, 
December 31, 1946, with Reasonably Optimistic Estimate of Unreimbursed Expenditures 

(In thousands) 

Items 

ASSETS 
CuRRENT AssETs: 

Cash and Marketable Securities .•.•.•...•......•...••...........•.•......•....... 

Accounts Receivable, including Advances to Vendors .•.........•.•.................• 
Inventories .•.•.•.•.•••............•••••.••.••••.••••..•...•..••........•...... 
Contract Termination C1aitns .•••.•.•• , •.•••.••••..•.••••••.•.••• , • , •••.. , ••••.•. 

Total Current Assets ••••.•••••••••••••••••••••••.••••••••••..••••......•••.•. 

FEDERAL TAX R:EPuND CLAIMS •••••••••••••••••••••••••••••••••••••••••••••••••••• 
NET Pt.ANT' PRoPERTY, AND EQ.UIPMENT •••••••••••••••••••••••• 0 •••••• 0 0 0 •••••••••• 

POSTWAR TAX R:EPuND ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
DEFERRED CHARGES AND MisCELLANEOus AssETs ••••••••••••••••••••••••••••••••••••• 
CAPITALIZED DEVELOPMENT EXPENSE ••••• , ••• , •• , •••• ,., •• , ••••••• ,,, ••••••• ,,,,,,. 

TarAL AssETs ••••••.••••••.••••••••••.•••.••••.••••••••••••••....•••••..•..••• 

LIABILITIES 
~ LJABJLITIES: 

Accounts Payable and Miscellaneous Current Liabilities ........•....••...•.....•...• 
Provision for Federal Income and Excess Profits Taxe3, .••..••••••.• , .. ,, .••..... , •• 
Refunds Due U.S. Government .•.•.•.•.•.•.•..•.•...••..•••••.......•........... 
Advances, Progress Payments, and Bank IAanS ...••..•...•...•.•....•.............. 

Total Current Liabilities ••.••........•...••.••..•....•.••••••.•....•....•..... 

OrHER NONCURRENT LIABILITIES ••••••••••••••••••••••••••••••••••••••••••••••••••• 

NET WoaTH .••••.•••••••••••••••••••.••••••••••..••••••••.•••••...•••.•...••••. 

TorAL LIABlllTIES ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

NET WoRKING CAPITAL •••••••••••••••••••••.•.•••••••••..••••••••••.•••....••••. 

*Balance Sheet 3 In.Table A. 

Balance 
Sheet 
No. f' 

Proittted 
Balance 
Sheet, 

December JI, 
1946 

S27,386 { 
8,o8r 
4.536 

27,214 

S67,217 

r,g88 
{ 3,142 

1,82r 

S73,56B 

s 2,436 

28,856 

S3I,292 

311 

{ 4•,965 

Sn56B 

535.925 

Adjustm~nts for Unrelm~ Balance 
buraed Expenditurn and Sheet 

Termination Losses No.6 

Projected 

LoNes 
Tax Balance 

Claims Sheet, 
December 31, 

1946 

Srr,root 
r6,r86u 

S 8,o8r 
4·536 

f17,214Jl 

SI2,6I7 

56ot S22,67BW 24,066 

403• 3>299 

r,Jfi6v .·455 
2,8oot 2,8oo 

543,237 

52,436 

24,493U 4>363 

s 6,799 

233V 78 
?,8401 

r8,go7u RR,6]8W 36.360 
l 1536U 

543,237 

5 5,8r8 

NOTE: The auumptlona underl~lng each o! the above adjuatmenta are explained 1n the accompanylng notes. For convenience each eet of adjuetmenta Ia let-
tered and the notee &eiUegat..ed accordmg to these lettere. • 

Amounts ehown in itallca are credit entri~. indicating a decreue in aeeeta or an inc:rea.ee in llabllltlee. Adjuatmenta not ehown In ltallca are debit entrl 1 Indicat-
ing an tncreaae in aaeeu or a decrease in Uabihtlet. . e • 
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APPENDIX C 

POSSIBLE VARIATIONS IN ASSUMPTIONS UNDERLYING PROJECTED 
BALANCE SHEETS 

All of the projected financial statements derived 
in Appendix B are based on a fixed set of assumptions 
regarding all factors other than the magnitude of 
termination losses and unreimbursed expenditures 
in the first postwar year. Obviously, actual future 
events will differ in greater or lesser degree from 
any set of assumptions made now. The purpose of 
this appendix is to analyze each type of possible 
variation from the fixed assumptions used and to 
assess the relative importance of these variations. 

Four different types of variables will be con­
sidered, in the following order: 

(I) variations in the amount of cash profits re­
tained from continued wartime· production; 

( 2) variations in the timing of contract cancella­
tions and settlements which would allow any result­
ing losses to be offset against current tax liabilities 
to a greater or lesser degree; 

(3) variations in the rapidity· with which postwar 
tax refunds can be converted into cash and the extent 
to which current tax liabilities can be reduced by 
allowable accelerated amortization of fixed assets; 

(4) variations in the extent of liquidation of cur­
rent assets and liabilities from war peak levels. 

Continued Wartime Operations 

The length of the war and the future profits re­
tained from wartime operations will clearly have a 
major influence on the ability of the aircraft industry 
to meet the financial stresses of conversion. So long 
as the average manufacturer's profits kept in the 
business continue near the 1943 level, working capi­
tal and cash will rise rapidly. After deduction of 
dividends, most profits will be added to working 
capital because expenditures for new plant facilities 
are almost certain to be small from now on. 

In the projected balance sheets it is assumed that 
large-scale wartime production will continue on a 
moderately reduced scale until the end of 194S, with 
I 944 retained profits equal to those of 1943 and with 
I 94S retained profits amounting to so% of the 1944 
level. Obviously, these events cannot be precisely 
forecast. The company and government . officials 
responsible for meeting the problems of transition 
from war to peace must recognize the possibility of a 

4S 

sudden end of all hostilities and prepare for it. Sim­
ilarly, gradual cutbacks and cancellations could 
extend over a longer period of time, with final cessa­
tion of hostilities in I946 or later. 

To indicate the importance of these alternatives, 
two varying sets of assumptions, one more favorable 
and one less favorable to the company, are stated 
below, and their effect on net working capital is 
presented: 

I. Alternative IQ Basic Assumptions More Favorable to 
Compa'!)l 

Assume that wartime production will continue 
until December 194 7. Retained profits in I 944 will 
equal the 1943 level and in I94S-1947 will be 70% 
of the I943 level. An amount equivalent to only 
Io% of depreciation and amortization charges will 
be expended for additional fixed assets. 

Effect on net working capital, average airframe 
manufacturer, in thousands: 

Actual Net Working Capital, December 
31, 1943 

.A.dd: Net Profits Retained from Con­
tinued Wartime Production 

.A.dd: Unexpended Depreciation and 
Amortization Charges during Con· 
tinued Wartime Operation 2>400 

Estimated Net Working Capital, End of 
Wartime Production S27,686 

Increase in Net Working Capital un-
der More Favorable Assumptions 

$18,131 

s,77o 

S••,oos 
NoTE: In addition, the average company's accrued postwar tu:: 

refunds would be Sr 1,933,000 under the more ilvorable assumptions 
instead of the S7,568,ooo estimated in Appendix B. 

2. Alternative IQ Basic Assumptions Less Favorable ro 
Company 

Assume that wartime production will cease by 
March 194S· Retained profits in 1944 will be Bo% 
of the 1943 level and so% of the 1943 rate in the 
first quarter of 194S· An amount equivalent to 7S% 
of depreciation and amortization charges will be 
expended for new fixed assets during 1944 and the 
first quarter of 194S· 



Age-scale cancellations would occur just at the end 
~ A the 1945 fiscal year. It would be an unlikely acci­

Under Basic Under Aboue 0 ~~:'ent if these cancellations did occur just at a fiscal 

Effect on net working capital, average . 
BA!llanufacturer, in thousands: 

hsumpt.ions, Less F(J1J()~ob/e }ear end. If they occurred in, say, June 1946 and if 
Actual Net Working Capital, December 

gx, 1943 

Append"' B hsumptwns most resulting losses could be· established before 
St8,13t St8,t3t December of that year, the losses of the latter half 

could be offset against the profits of the first half of 
the year.a 

Add: Net Profits Retained from Con­
tinued Wartime Production 

Add: Unexpended Depreciation and 
Amortization Charges during Con· 
tinued Wartime Production 

Estimated Net Working Capital, End 
of Wartime Production 

Decrease in Net Working Capital under 
Less Favorable Assumptions 

NOTE: In addition, the average company's accrued postwar tax re .. 
funds would be Ss,gg8,ooo under the less favorable assumptions 
il!!tead of the S7,568,ooo estimated in Appendix B. 

Variations in Timing of Cancellations and 
Settlements 

In view of its large excess profits tax obligations, 
the average airframe manufacturer will clearly bene­
fit if contract termination and conversion losses can 
be offset against current tax liabilities.• This can 
occur if cancellations and resulting losses are in­
curred while profits are still being retained on other 
active large-scale contracts. Then up to So% of the 
losses would simply reduce tax liabilities and not 
constitute a net drain on cash. 

In the projected balance sheets, the assumption 
was made that settlements on 30% partial cutbacks 
and cancellations would be completed in 1945 and 
that, after deduction of any resultant losses, retained 
profits would be so% of the 1944 level. The com­
pletion of final settlements within the year 1945 and 
the small resultant losses from terminations and 
volume reduction are probably overoptimistic as­
sumptions. 

In another respect, however, the basic assumptions 
were overly pessimistic, because they stated that 

•The accrued federal taxes on profits during the first quarter of 
1945 would probably be offset by losses ineurred later in 1945 and 
hence would never have to be paid. This tax saving is not taken into 
account in the above computations, which are designed to isolate 
the effect of variations in profits retained from wartime operations. 
The effect of such tax savings is considered in the following section. 

•Under the loss carry-back federal tax provision, the company can 
claim a refund of the prior two years' taxes to the extent that losses 
are incurred. This refund is not likdy to be paid for several yean 
and hence will not aid the company's cash position in the immediate 
~ period under consideration. One of the recommendations 
of Section V is that estimated loa carry-baek claims should be con­
sidered as allowable ofUeta against current tax liabilities. If thi5 were 
made lawful, cash from such claims would be available for we at the 
time of most urgent need, and accidental variatiom in the timing of 
looses would be mueb less important. 

The estimated effect of varying the basic as­
sumptions to allow for these variations in timing 
are indicated below: 

1. Alternative to Basic Assumptions More Favorable to 
Company 

Consider that all termination losses and unreim­
bursed expenditures (except those not chargeable to 
current operations) can be offset against current 
tax liabilities. This could occur, because of gradual 
during-the-war cancellations andjor because losses 
resulting from large-scale cancellations were so timed 
that they could be offset against profits made earlier 
in the fiscal year. Assume, further, that losses are 
limited to the reasonably optimistic level. 

Effect on net working capital, average airframe 
manufacturer, in thousands: 

Estimated Peak Net Working 
Capital before Dectea5es 
Due to Termination and 
Conversionfo 

Deduet: Gross Decrease Due to 
Termination I..os.ses and Un­
reimbursed Expenditures 

Subtotal 

Add: Estimated Reduction in 
Current Tax Liability Be­
cause of Losse-s 

Estimated Net Working Capi­
ital, Year after End of War 
Production 

Increase in Net Working Capi­
ital under More Favorable 
Assumptions 

Under Basic 
Assumptions, 
Appendix B 

Urultr Abooe 
More Faoorable 
hsumptions 

1>545 

. '<?!1~ further way in ~hich losses may be offset against current tax 
babthttes was not coJWdered in the basic assumptions made. The 
com~an~ may be able to claim that inventory Ioues resulting from 
termmation settlements were actually incurred in the prior year 
although the amount was not determined until later. If the averag~ 
company made final settlements before December, 1946, it might file 
an amended 1915 tax return claiming the losses were incurred in 
194,5, ~~ rcd!-lang ~e December tax payments. On the reasonably 
opturusttc basu, tcrmmation losses are only Sr 100 ooo and hence 
the r.esultant tax savings would be of minor 1mpo~tan~. There is also 
consaderable doubt as to the ability of the company to reach final 
settlements in less than a year. 

4Sce Table A, Appendix B, for the derivation of this estimate. 



2. Alternative to Basic Assumptions Less Favorable to 
Cnmpa1!J1 

Assume that all contracts will be canceled at the 
end of the I945 fiscal year, with no cutbacks or 
partial cancellations prior to that time. Because can­
cellations involve a 100% reduction froin I 944 vol­
ume, instead of the 70% reduction previously as­
sumed, raise the optimistic estimate of termination 
losses and unreimbursed expenditures proportion­
ately. 

Effect on net working capital, average airframe 
manufacturer, in thousands: 

Estimated Peak Net Working 
Capital before Decreases 
Due to Termination and 
Conversion' 

Ded~~&t: Gross Decrease Due to 
Termination Losses and Un­
reimbuncd Expenditures 

Estimated Net Working Capi­
tal, Year after End of War 
Production 

Decrease in Net Working Capi­
tal under Leos Favorable 
Aaumptions 

UrukrBasie 
Assumptions; 
Appendix B 

Urukr Above 
Lus Favorable 
Assumptions 

s 5·•73 

Variations in Immediate Tax Benefits 

After the final cessation of hostilities, the ·average 
airframe manufacturer may not be able to realize 
fully the immediate tax benefits which the projected 
statements assume will be received. These benefits 
include conversion of postwar tax refunds into cash 
and a current tax saving due to allowable accelerated 
amortization of fixed assets. 

It is estimated that the average company's post­
war tax refund will amount to S7,56B,ooo by the 
end of I945 or 27% of total net working capital.2 

The company's liquid resources will obviously be 
greatly improved if, as was assumed in the projected 
statements, all of these refunds are converted into 
cash at a 5% discount.a Two circuxnstances may, 
however, make it impossible for the company to 

1See Table A, Appendix B, for the derivation of this estimate. 
1Since 1941, corporations have been allowed a postwar tax refund 

amounting to ro% of total federal excess profits tax payments, except 
in instances where the corporation made certain debt reductions m 
lieu of receiving refund certificates. See Appendix B for detai.b re­
garding the estimates of the average airframe manufacturer's refund 
and oct working capital at the end of 1945· 

'Under the present tax law, postwar tax refund certificates hC'Comc 
negotiable upon the official government declaration of cessation or 
hostilities but do not mature until several years later. Because they 
are non .. interest .. bearing, they would have to be sold at a discount. 
Practically, the company may elect to hold its refund =tificates until 
they mature, several years hence. If it should so elect, the company 
ahould be able to obtain bank loans, using its refund =tilicates as 
collateral, and thus in effect in~ its available cash. 

I . ' 

convert its refund certificates into cash in the first 
year after large-scale war 'production ends. First, 
the official declaration of cessation of hostilities may 
be delayed until well after large-scale production 
ends, and since the certificates do not become 
negotiable until this declaration is made, they 
could not be sold and they might not be regarded as 
satisfactory collateral for a bank loan. Second, it is 
rather certain that not all of the actual refund 
certificates will be issued to the company in the first 
year after war production ends, for under the present 
tax law their issuance is not required until later .4 

Hence, the company may not be able to use part or 
all of its postwar refunds in the year after major 
terminations. 

In the projected. balance sheets, it was further 
assumed that the company could reduce its current 
tax· liabilities because of accelerated amortization 
of fixed assets constructed under certificates of neces­
sity. Omitting the details of this transaction, the 
net effect of accelerated amortization will be to 
allow the comp<!Jly to claim a refund offederal taxes 
paid in previous years and, presumably, to reduce 
the actual tax payments' accrued on the preceding 
year's income. Thus, the tax on I945 income paid 
in I946 is assumed to be reduced. Such a saving 
in current tax payments: however, may not be real­
ized, either because of postponement of the date 
when acceleration is permitted or because of ina­
bility to file an amended tax return in I946. 

The effect of such variations on the immediate 
tax benefits received by the average company would 
be as follows: 

I. Altmzative to Basic Assumptions More Favorable to 
Company . 

Under the basic assumptions used in Appendix 
B, immediate tax benefits would be realized to the 
maximum probable degree. Hence, no "more 
favorable" assumptions will be shown. 

2. Altmzative to Basic Assumptions Less Favorable to 
Compa'!JI 

Assume that postwar tax refunds cannot be con­
verted into cash in I 946 and that a current tax saving 

•For any given year the actual =tilicates for postwar tax ~efunds 
arc not required to be issued to the taxpaying compaoy until three 
months after aU taxes for the year arc paid. Since the final payment 
of taxes on 1945 income will not occur until December 15, 1946, the 
=tificates may not be issued to the compaoy until ~ch 15, '947· 
Hence, =tilicates for that portion of the refund applicable to I ~45 
income may not be available until March, 1947•- In the constz:ucnon 

· of the projected balance sheets, it was assumed that the cert;aticates 
would be issued before December 31, 1946, and sold at a discount 
prior to that time. 
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cannot be realized becaJse of accelerated amortiza­
tion. t 

Effect on net working capital, average airframe 
manufacturer, in thmpsands: 

Estimated Net Working Capi· 
tai,December31, 19451 

.Add: Increase Due to Amortiza. 
ti.on of Expenditures under 
Emergeocy Plant Facilities 
Contracts 

.Add: Increase Due to Con­
version of Postwar Tax Re .. 

Under Basi< 
Assumptions, 
.Appendix B 

127,686 

340 

fund into Cash 7,190 

.Add: Increase Due to Curreot 
Tax Saving from Acceleraled 
Amortization of Fixed Assets 709 

Estimated Peak Net Working 
Capital before Decreases 
Due to Termination and 
Conversion Losses 

Decrease in Net Working Capi· 
tal· under Lea Favorable 
Assumptions 

Under .Above 
Less Favorable 
.A.ssumptimu 

1•7,686 

340 

So8,oo6 

Variations in Liquidation of Current Assets and 
Liabilities 

In adjusting from inflated war production to the 
much . lower levels of peacetime production, the 
average airframe company will undoubtedly liqui­
date most of its current assets and pay off most of its 
current liabilities. Thus, in the projected balance 
sheets shown in Appendix B, the following drastic 
reductions in the average company's current assets 
and liabilities were estimated: 

.A.I7WIDits (in thoustmds) from Balan&t Slutts for 
Ttors Ended D=mbtr 31: 

Current Assets: 
Cash 
Receivables 
Inventories 

Total Current Auets 

Less: Total Current 
Liabilities 

Net Working Capital 

1943 
(.A.ttua/) 

s 59.548 
107,750 
45·357 

S212,655 

194>524 

S r8,131 

1945 
(Projutd)' 

s 31,051 
75.425 
31,750 

S138,oo6 

I 10,540 

s 27,686 

1946 
(Proju:ted-
1/u.sorwb/y 

Optimisti<)' 

$ 17,8o4 
8,o81 
4·536 

130,421 

6,799 

S.3,622 

These estimates, based on a I 946 level of sales 
equal to 5% of 1944 volume and based on a study of 
prewar working capi~ ?'eeds of the manufacturers, 
are believed to be realistiC. They are, however, sub-

•See Table A, Appendix B, for the derivation of this estimate. 
•End of war production. 
sy car after end of war production. 

ject to a wide degree of error. For example, if post­
war sales increased to I o% of the I 944 level or de­
creased to 2 U%, the level of current assets and lia­
bilities in December, I946, would almost certainly 
be very different from the above estimates. 

In addition, all of the projected statements are 
based on the assumptions, probably optimistic, that 
termination settlements will have been made by 
December, I946 .. If final settlements were delayed, 
the compap.y's December 3I, I946, balance sheet 
would show some funds invested in unsettled termin­
ation claims. Even if advances and loans up to go% 
of total claims were used, the remaining IO% would 
have to be financed by the company. 

Aside from losses involved in asset liquidation, 
which are considered separately, the amount of net 
working capital would not be affected by changes in 
the magnitude of individual current asset and lia­
bility items. The level of cash could, however, be 
substantially changed, as indicated by the following 
sets of assumptions: 

I. Alternative to Basic Assumptions More Favorable to 
Company 

Assume that postwar sales will decrease to 2U% 
. of war peak sales and that the magnitude of current 
assets and liabilities will decrease proportionately. 
While such a low volume of operations will un­
doubtedly affect the company's profits adversely, 
more cash will be freed because of the greater 
liquidation of current assets. 

Effect on cash balance, average airframe manu-
facturer, in thousands: ' 

Estimated Cash Balance, 
December sr, 1945. 

Add: Increase Due to Receivables 
and Inventories Liquidated in 
19+6 

Untkr Basi< 
Assumptions, 
.A.ppmdixB 

Subtotal S125,6o9 

DtdU&t: Decrease Due to Current 
Liabilities Paid Off in 1946 103,032 

Dtduet: Net Decrease in Cash Due 
to Termination Losses, Unre­
imbuned Expenditures, and 
Other Adjuatments• 4,773 

Total Deductiona S107,8o5 

Estimaled Caah Balance, 
December 31, 1946 S 17,804 

Increase in Cash Balance under 
More Favorable Assumptions 

Under.A.boVI 
Mort FaVDT11bU 
Assumptions 

S gr,osr 

StJI,205 

S 2,909 

. •Including restricted and unrestricted cash and marketable 1ecuri• 
ties. See .Ta~le A, Appendix B, for the derivaUon ofthil estimate. 

ITernunauon losses and unreimburaed expenditura are based on 
the reasonably optimistic estimates of these losses. 



2. Alternative w Basu Assumptions Less F avorabl}-.:}1 
Company · / 

Assume that postwar sales will decrease only /to 
10% of war peak sales and that the magnitudr.\ of 
current assets and liabilities will decrease propor­
tionately. Under the basic assumption it was con­
sidered that all payments connected with terminated 
contracts would be made by December 31, 1946, and 
it was further consiqered that advances and loans up 
to go% of total claims would be made available to 
the company. As a less favorable alternate assume 
that government payments for company-owned in­
ventories connected with terminated contracts will 
not have been made by December 31, 1946, and 
that termination claims for these inventories will re­
main on the books as a current asset. In addition, 
assume that advances and loans can be obtained for 
So% of these claims. 

Effect on cash balance, average airframe manu­
facturer, in thousands: 
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lundnBasie Undn About 
' .AssumptiDns, Less F<UJOrabl• 

Estimated C..h Balance, 
Apfmulix 8 Assumptions 

December gr, 19451 

Add: Inaease Due to Receivables 
S. gr,osr S gr,osr 

and Inventories Liquidated in 
1946 94,558 59·•63 

Subtotal Sr:zs,6og s go,314 

DlliuJ:t: Decrease Due to Current 
Liabilities Paid Off in 1946 103,032 78,ogo 

Net Changes in C..h Due to 
Termination Losses, Unreim-
bursed Expenditures, and 
Other Adjustments• 4o773 4o773 

Total Deductions S•o7,8o5 s 82,863 

Estimated Cash Balance, 
December 3 t, 1946 

Decrease in Cash Balance under 
s 17,804 s 71451 

Less Favorable As!lumptions s 10,353 

'Including restricted and unrestricted casb and marketable securi­
ties. Sec Table A, Appendix B, for the derivation of this estimate. 

Z'J'ermination losses and unreimbursed expenditures are based on 
the reasonably optimistic estimates of these losses. 
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