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consumer can save by installing said
insulation,

It is further ordered, That respondent
Owens-Corning Fiberglas Corporation, a
corporation, its successors and assigns,
and respondent’'s officers, agents, repre-
gsentatives and employees, directly or
through any corporation, subsidiary,
division or other device, in connection
with consumer advertising, offering for
sale, sale or distribution of fibrous glass
insulation for residential buildings, in
or affecting commerce, as “commerce” is
defined in the Federal Trade Commission
Act, do forthwith cease and desist from
failing to maintain and produce accurate
records which may be inspected by Com-
mission staff members upon reasonable
notice:

(a) Which consist of documentation
in support of any claims included in ad-
vertising or sales promotion material, in-
sofar as the text of such material is pre-
pared or is authorized and approved by
any person who is an officer or employee
of respondent Owens-Corning Fiberglas
Corporation, or of any division or sub-
division of respondent, or by any adver-
tising agency engaged by respondent or
by any such division or subsidiary, which
concern the insulating characteristics of
said insulation or the savings which con-
sumers can realize from the installation
of said insulation; and

(b) Which provided the basis upon
which respondent relied as of the time
those claims were made; and

(¢) Which shall be maintained by re-
spondent for a period of three (3) years
from the date such advertising or sales
promotion material was last dissemi-
nated.

It is further ordered, That the re-
spondent corporation shall forthwith
distribute a eopy of this order to each of
its operating divisions selling or distrib-
uting said insulation.

It is further ordered, That respondent
notify the Commission at least thirty
(30) days prior to any proposed change
in the corporate respondent which may
affect compliance obligations arising out
of the order, such as dissolution, assign-
ment, or sale resuiting in the emergence
of a successor corporation, the creation
or dissolution of subsidiaries engaged in
the domestic sale or distribution of fi-
brous glass insulation for residential
buildings.

It is further ordered, That respondent
herein shall, within sixty (60) days after
service upon them of this order, file with
the Commission a report, in writing, set-
ting forth in detail the manner and form
in which it has complied with this order.

Commissioner Dole not participating
by reason of absence.

The Decision and Order was issued by
the Commission September 30, 1976.

JamMeEs A. TOBIN,
Acting Secretary.

[FR Doc.76-34078 Filed 11-17-76;8:45 am]

. opportunities;

RULES AND REGULATIONS

[Docket C-2839]

PART 13—PROHIBITED TRADE PRAC-
TICES, AND AFFIRMATIVE CORRECTIVE
ACTIONS

Tri-State Driver Training, Inc., etal.

Subpart—Advertising falsely or mis-
leadingly: § 13.10 Advertising falsely or
misleadingly; §13.15 Business status,
advantages, or connections; § 13:15-20
Business methods and policies; § 13.15-
30 Connections or arrangements with
others; § 13.15-70 Financing activities;
§ 13.15-195 Nature; § 13.15-225 Per-
sonnel or staff; §13.15-265 Service;
§ 1342 Connection of others with
goods; §13.50 Dealer or seller assist-
ance; § 13.55 Demand, business or other
§13.60 Earnings and
profits; §13.71 Financing; §13.115
Jobs and employment service; § 13.143
Opportunities; § 13.155 Prices; §13.-
155-5 Additional charges unmentioned;
§ 13.160 Promotional sales plans; § 13.-
175 Quality of product or service:
§ 13.185 Refunds, repairs, and replace~
ments; §13.190 Results; § 13.2056 Sci-
entific or other relevant facts; § 13.225
Services; § 13.250 Success, use or stand-
ing; §13.260 Terms and conditions.
Subpart—Corrective actions and/or re-
quirements: § 13.633 Corrective actions
and/or requirements; § 13.533-20 Dis-
closures; § 13.533-25 Displays, in-house;
§ 13.633-45 Maintain records; § 13.533-
45(¢c) Complaints; § 13.533-55 Refunds,
rebates, and/or credits.

Subpart—Delaying or withholding cor-
rections, adjustments or action owed:
§13.677 Delaying or failing to deliver
goods or provide services or facilities.
Subpart—Failing to maintain records:
§ 13.1051 Failing to maintain records;
§ 13.1051-20 Adequate. Subpart—Fur-
nishing means and instrumentalities of
misrepresentation or deception: § 13.1055
Furnishing means and instrumentalities
of misrepresentation or deception. Sub-
part—Misrepresenting oneself and
goods—Business status, advantages or
connections: §13.1370 Business meth-
ods, policies, and practices; §13.1395
Connections and arrangements with
others; §13.1417 PFinancing activities;
§ 13.1520 Personnel or staff; §13.1535
Qualifications; § 13.1553 Services.—
Goods: § 13.1608 Dealer or seller assist-
ance, § 13.1610 Demand for or business
opportunities; § 13.1615 Earnings and
profits; § 13.1670 Jobs and employment;
§ 13.1697 Opportunities in product or
service; §13.1725 Refunds; §13.1730
Results; §13.1740 Scientific or other
relevant facts; § 13.1755 Success, use,
or standing; § 13.1760 Terms and con-
ditions; §13.1760-50 Sales contract.—
Prices: § 13.1778 Additional costs un-
mentioned; § 13.1823 Terms and condi-
tions—Promotional Sales Plans: §13.-
1830 Promotional sales plans. ;

Subpart—Neglecting, unfairly or de-
ceptively, to make material disclosure:
§ 13.1863 Limitations of product; §13.
1870 Nature; §13.1882 Prices; §13.
1882-10 Additional prices unmentioned;

§ 13.1892 BSales contract, right-to-can-
cel provision; §13.1895 Scientific or
relevant facts; §13.1905 Terms and
conditions; § 13.1905-50 Sales contract
Subpart—Offering unfair, improper and
deceptive inducements to purchase or
deal: §13.1935 Earnings and Dprofits;
§13.1960 Free service; § 13.1995 Job
guarantee and employment; §13.2015
Opportunities in product or service;
§ 13.2063 Scientific or other relevant
facts; § 13.2080 Terms and conditions

§ 13.2085 Tuition. .

(Sec. 6, 38 Stat. 21; 156 US.C. 46, Interpre:s
or applies sec. 5, 38 Stat. 719, as amended;
15 US.C. 45)

In the Matter of Tri-State Driver Train-
ing, Inc., a corporation, and Robert
L. Wise, and Robert J. Kuhn, indi-
vidually and as officers of said cor-
poration.

Consent order requiring a Middletown,
Ohio, truck driver training school, among
other things to cease misrepresenting the
role of salespersons, industry affiliations,
job demand, earnings, placement serv-
ices, and financing arrangements; failing
to disclose prior to sale, names of firms
currently hiring graduates, the place-
ment rate and salary range for gradu-
ates; failing to disclose purchaser’s right
to cancellation and refund within ten
days; and failing to honor valid cancel-
lations. Additionally, respondents are re-
quired to institute and enforce a moni-
toring program and maintain pertinent
records.

The order to cease and desist, includ-
ing further order requiring report of
compliance therewith, is as follows: *

ORDER

It is ordered, That respondents Tri-
State Driver Training, Inc., a corpora-
tion, its successors and assigns, and of-
ficers, and Robert L. Wise and Robert J.
Kuhn, individually and as officers of said
corporation, and respondents' officers,
agents, representatives, and employees,
directly or through any corporation, sub-
sidiary, division or other device, in con-
nection with the advertising, offering for
sale, sale or distribution of courses of
study and instruction in truck driving or
any other subject, trade or vocation, or
in connection with any other product or
service in or affecting commerce, as
“commerce” is defined in the Federal
Trade Commission Act, do forthwith
cease and desist from:

1. 1. Representing, directly or by im-
plieation, orally or in writing, that:

-(a) Employment is being offered when
the real purpose of such offer is to ob-
tain leads to prospective purchasers ol
such training courses.

(b) There is a need or demand of any
size, proportion or magnitude for per-
sons completing any of the courses off-
ered by the respondents in the field of
truck driving or any other field, or other-

' Copies of the Complaint, Appendices, and
Decision and Order filed with the original
document.
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wise representing that opportunities for
employment, or opportunities of any size,
fisure or number are available to such
persons or that persons completing said
courses will or may earn any specific
amount of money, or otherwise repre-
senting by’ any means the prospective
earnings of such persons except as here-
after provided in Paragraph 9 of the
Order.

(c) Respondents have been requested
by trucking companies or any other busi-
ness or organization to train persons for
specific jobs; or misrepresenting, in any
manner, respondents’ connection or affil-
iation with any industry or any member
thereof,

(d) Graduates of respondents’ courses
will be qualified thereby for employment
as truck drivers without further training
or experience.

(e) Any payments made by prospective
enrollees prior to the undertaking of a
formal obligation to respondents may be
refunded to such enrollees upon request;
or misrepresenting in any manner the
nature of any payments made by such
enrollees.

(f) After payment of the initial or reg-
istration fee, enrollees will be permitted
to defer the payment of any balance re-
maining for tuition until after they have
graduated and commenced employment
as truck drivers; or misrepresenting in
any manner the terms and conditions un-
der which tuition payments are to be
made.

(g) Respondents will finance the bal-
ance of tuition remaining after the pay-
ment of the initial or registration fee or
will arrange for such financing by others,
unless such financing is in fact provided
by respondents or by others that are spe-
cifically named to enrollees.

(h) Respondents or others provide a
placement service which will assure jobs
for graduates of their courses.

() Graduates of said courses are as-
sured of placement in the positions for
which they have been trained; or repre-
senting that graduates of said courses
will easily attain employment.

‘J) Respondents’ courses provide any
stated minimum number of hours of
road-driving instruction, when such rep-
resentations do not accurately disclose
the actual number of hours of behind-
the-wheel road-driving instruction fur-
nished to enrollees; or misrepresenting,
Il any manner, the number of actual
hours of behind-the-wheel road-driving
instruction furnished to enrollees.

(k) Any person engaged in the promo-
tion, offering for sale, sale, distribution
or other use of respondents’ courses is a
trained admissions counselor or voca-
tional counselor; or misrepresenting the
training, experience, title, qualifications
or status of such person or the import or
eaning of any advice given by or any
%her statement made by any such per-
s0n,

‘1) Respondents accept only qualified
candidates for enrollment in their
courses.

2. Placing advertisements in “Help
Wanted” columns, or failing to specify,
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clearly and conspicuously, as a condition
to the publication of classified advertise-
ments seeking leads to prospective pur-
chasers, that such advertisements be
published only In the education, instruc-
tion or similar columns of classified
advertising.

3. Failing to disclose, in writing, clearly
and conspicuously, prior to the signing
of any contract, to any prospective en-
rollee of any truck driver training course
offered by respondents, the following
information:

(a) The title “Important Informa-
tion” printed in ten (10) point bold face
type across the top of the form.

(b) Paragraphs providing the follow-
ing information:

(1) Many employers of truck drivers
prescribe & minimum age of twenty-one
(21) years of age for drivers.

(2) Many employers of truck drivers
give preferential consideration in hiring
to driver-applicants who are twenty-five
(25) years of age.

(3) Many employers of truck drivers
give preferential consideration in hiring
to driver applicants with actual truck-
driving experience.

4. Failing to disclose, clearly and con-
spicuously, in advertisements, in catalogs,
brochures and on letterheads that re-
spondents’ business is a private school.

5. Utilizing the services of, brokers, or
solicitors who engage in any of the acts
or practices prohibited by this Order, or
who otherwise misrepresent in any way
the training program offered by respond-
ents, the type of training equipment uti-
lized by respondents, the tuition-financ-
ing arrangements, the assistance fur-
nished to graduates in obtaining employ-
ment and the availability of employment
opportunities, and other matters.

6. Failing fo place the title “Contract”
or “Agreement” in bold face type, on any
document which evidences an agreement
between an enrollee and respondents for
the purchase of any of the courses of-
fered by respondents.

7. Failing to disclose, in writing, clearly
and conspicuously, prior to the signing
of any contract, to any prospective en-
rollee of any course offered by respond-
ents, the full cost of such course includ-
ing the fee for any residential training,

8. Failing to keep adequate records
which may be inspected by Commission
staff members upon reasonable notice
which substantiate the data and infor-
mation required to be disclosed by Para-
graph 9 of this Order and prescribed in
Appendix A.*

9. Failing to disclose, in writing, clearly
and conspicuously, prior to the signing
of any contract, to'any prospective en-
rollee of any course of instruction of-
fered by respondents, the following infor-
mation in the format prescribed in Ap-
pendix A*® and for a base period desig-
nated as described in Appendix B: *

(a) The number and percentage of en-
rollees who have failed to complete their
course of instruction, such percentage
to be computed separately for each
course of instruction offered by respond-

#Filed as part of the original document.
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ents at each school, location or facility;

(b) The placement rate, ratio or per-
centage for enrollees and graduates, and
also the numbers upon which such rates,
ratios or percentage to be computed
separately for each course of instruction
offered by respondents at each school,
location or facility;

(c) The salary range of respondents’
graduates as to the same graduates used
to compute the placement percentage in
(b) above;

(d) A list of firms or employers which
are currently hiring graduates of said
courses in substantial numbers and in
the positions for which such-graduates
have been trained, and the number of
such graduates hired, as to the same
graduates used to compute the place-
ment percentage in (b) above.

Provided, however, this Paragraph
shall be inapplicable to any school newly
establish by respondents in a metro-
politan area or county, whichever is
larger, where they previously did not
operate a school, or to any course newly
introduced by respondents, until such
time as the new school or course has
been in operation for the base period
established pursuant to Appendix B as
prescribed in this Paragraph. However,
during such period, the following state-
ment, and no other, shall be made in
lieu of the Appendix A Disclosure Form
required by this Paragraph:

DiscLosuRe NoTICE

This school [or course, as the case may bej
has not been in operation long enough to
indicate what, if any, actual employment or
salary may result upon graduation from this
school [course].

10. (a) Contracting for the sale of
any course of instruction in the form of
a sales contract or any other agreement
which does not contain in immediate
proximity to the space reserved in the
contract for the signature of the pros-
pective enrollee in bold face type of a
minimum size of ten (10) points, a state-

ment in the following form:

You, the prospective enrollee, may cancel
this transaction at any time prior to mid-
night of the tenth business day after the date
of this transaction. See attached notice of
cancellation form for an explanation of this
right.

(b) Failing to furnish each prospec-
tive enrollee, at the time he signs the
sales contract or otherwise agrees to en-
roll in a course of instruction offered by
respondents, a complete form in dupli-
cate, which shall be attached to the con-
tract or agreement, and easily detach-
able, and which shall contain in ten
(10) point bold face type the following
information and statements:

NOTICE OF CANCELLATION
(Enter date of transaction.)

You may cancel this transaction, without
any penalty or obllgation, within ten (10)
business days from the above date.

If you cancel, any payments made by you
under the contract or sale, and any negoti-
able Instrument executed by you will be re-
turned within ten (10) business days follow-
Ing recelpt by the seller of your cancellation
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notice, and any security interest ariSing out
of the transaction will be cancelled.

If you cancel, you must make available to
the seller at your residence, in substantially
as good condition as when received, any goods
delivered to you under this contract or sale:
Or yvou may, if you wish, comply with the
instructions of the seller regarding the return
shipment of the goods at the sellers' expense
and risk.

If you do make the goods available to the
seller and the seller does not pick them up
within twenty (20) days of the date of your
notice of cancellation, you may retain or dis-
pose of the goods without any further obliga-
tion, If you fall to make the goods available
to the seller, or if you agree to return the
goods to the seller and fail to do so, then
you remain liable for payment for said goods.

To cancel this transaction, mail or deliver
a signed and dated copy of this cancellation
notice or any other written notice, or send a
telegram, to: (Name of seller), at: (address
of seller's place of business) not later than
mianigntiof oo v

date
I hereby cancel this transaction.

Buyer's signature

(¢) Failing to orally inform each pro-
spective enrollee of his right to cancel at
the time he signs a contract or agreement
for the sale of any course of instruction.

(d) Misrepresenting in any manner the
prospective enrollee’s right to cancel.

(e) Failing or refusing to honor any
valid rotice of cancellation by a prospec-
tive enrollee and within ten (10) busi-
ness days after the receipt of such no-
tice, to: (i) refund all payments made
under the contract or sale; (ii) return
any goods or property traded in, in sub-
stantially as good condition as when re-
ceived by respondent; (iii) cancel and
return any negotiable instrument exe-
cuted by the prospective enrollee in con-
nection with the contract or sale.

(f) During the cancellation period
described herein, respondents shaill not
initiate contacts with such contracting
persons other than contacts permitted
by this paragraph.

11. Making any representations of any
kind whatsoever, which are not already
proscribed by other provisions of this
Order, in connection with the advertis-
ing, promoting, offering for sale, sale or
distribution of courses of study, training
or instruction in the field of truck driver
training or any other course offered to
the public in any field in commerce, for
which respondents have no reasonable
basis prior to the making or dissemina-
tion thereof.

12. Furnishing or otherwise placing in
the hands of others the means and in-
strumentalities by and through which
the publc may be misled or deceived in
the manner, or by the acts and practices
prohibited by the Order.

1. It is further ordered, That: (a) Re-
spondents herein deliver, by registered
mail, a copy of this Decision and Order
to each of thelr present and future fran-
chisees, licensees, employees, sales repre-
sentatives, agents, solicitors, brokers, in-
dependent contractors or to any other
person who promotes, offers for sale,
sells or distributes any course of instruc-
tion included within the scope of this

Order;
(b) Respondents herein provide each

person or entity so described in subpara-
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graph (a) of this Paragraph with a form
returnable to the respondents clearly
stating his or her intention to be bound
by and to conform his or her business
practices to the requirements of this
Order; retain said statement during the
period said person or entity is so en-
gaged; and make said statement avail-
able to the Commission’s staff for inspec-
tion and copying upon request;

{c) Respondents herein inform each
person or entity described in subpara-
graph (a) of this paragraph that the re-
spondents will not use or engage or will
terminate the use or engagement of any
such party, unless such party agrees to
and does file notice with the respondents
that he or she will be bound by the pro-
visions contained in this Order;

«d) If such party as described in sub-
paragraph (a) of this paragraph will not
agree to file the notice set forth in sub-
paragraph (b) above with the respond-
ents and be bound by the provisions of
this Order, the respondents shall not use
or engage or continue the use or en-
gagement of such party to promote, offer
for sale, sell or distribute any course of
instruetion included within the scope of
this Order,;

(e) Respondents herein inform the
persons or entities described in subpara-
graph (a) above that the respondents
are obligated by this Order to discon-
tintie dealing with or to terminate the
use or engagement of persons or entities
who continue on their own the deceptive
acts or practices prohibited by this
Order;

(f) Respondents herein institute a
program of continuing surveillance ade-
quate to reveal whether the business
practices of each said person or entity
described in subparagraph (a) above
conform to the requirements of this
Order;

(g) Respondents herein discontinue
dealing with or terminate the use or
engagement of any person described in
subparagraph (a) above, who continues
on his or her own any act or practice pro-
hibited by this Order as revealed by the
aforesaid program of surveillance.

(h) Respondents herein maintain files
containing all inguiries or complaints
from any source relating to acts or prac~
tices prohibited by this Order, for a pe-
riod of two years after their receipt, and
that such files be made available for
examination by a duly authorized agent
of the Federal Trade Commission dur-
ing the regular hours of the respond-
ents’ business for inspection and copying.

2. It is further ordered, That respond-
ents herein present to each interested
applicant or prospective student immedi-
ately prior to the commencement of any
interview or sales presentation con-
ducted at any location other than re-
spondents’ offices during which the pur-
chase of or enrollment in any course of
instruction offered by respondents herein
is discussed or solicited, a 5" X7’ card
containing only the following language:

YOU WILL BE TALKING TO A SALESPERSON

3. It is further erdered, That respond-
ent corporation shall forthwith distrib-
ute a copy of this Order to each of its
operating divisions.

4. It is further ordered, That the re-
spondent Tri-State Driver Training, Inc.
shall notify the Commission at least
thirty (30) days prior to any proposed
change in the corporate respondent such
as dissolution, assignment or sale re-
sulting in the emergence of a successor
corporation, the creation or dissolution
of subsidiaries or any other change in
the respondents which may affect com-
pliance obligations arising out of this
Order.

5. It is further ordered, That the in-
dividual respondents mnamed herein
promptly notify the Commission of the
discontinuance of their present business
or employment and of their affiliation
with a new business or employment. Such
notice shall include respondents’ current
business or employment in which they
are engaged as well as a deseription of
their duties and responsibilities.

6. It is further ordered, That the re-
spondents herein shall within sixty (60
days after service upon them of this
Order, file with the Commission a report,
in writing, setting forth in detail the
manner and form in which they have
complied with this Order.

Commissioner Dole did not participate
by reason of absence.

The Decision and Order was issued by
the Commission September 20, 1976.

< CHARLES A. TOBIN,
Secretary.

[FR Doc.76-34099 Filed 11-17-76;8:45 am |

Title 17—Commodity and Securities
Exchanges
CHAPTER II-—SECURITIES AND
EXCHANGE COMMISSION

{Release SAB-12)

PART 211—INTERPRETIVE RELEASES
RELATING TO ACCOUNTING MATTERS

Subpart B—Staff Accounting Bulletins

PUBLICATION OF STAFF ACCOUNTING
BULLETIN No. 12

The Division of Corporation Finance
and the Office of the Chief Accountant
today announced the publication of Staff
Accounting Bulletin No. 12. The state-
ments in the Bulletin are not rules or in-
terpretations of the Commission nor are
they published as bearipg the Commis-
sion’s official approval; they represent
interpretations and practices followed by
the Division and the Chief Accountant
in administering the disclosure require-
ments of the federal securities laws.

Staffl Accounting Bulletin No. 12 pro-
vides interpretations of Accounting Se-
ries Release No. 190 (41 FR 13596) and
four illustrative disclosures. Accounting
Series Release No. 190 (the adoption of
Rule 3-17* of Regulation 8-X (17 CFR
210.3-17)) requires the disclosure of re-
placement cost data by certain regis-
trants effective for years ending on or
after December 25, 1976.

! The term “rule™ has been replaced by the
appropriate section number of the Code ol
Federal Regulations. Accordingly, Rule 3-17
is referred to as 5210_3-1'1.
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Dated: November 10, 1976.

GEORGE A. FITZSIMMONS,
Secretary.

CHANGES TO STAFF ACCOUNTING BULLETIN No.
10

In SAB No. 10 (41 FR 35163) (which also
interpreted ASR No. 190) the following was
included regarding the use of indices:

2. GENERAL
- . -

F. USE OF INDICES
FACTS

Many companies plan to use indices and
other publicly available data in the deter-
mination of the replacement cost of produc-
tive capacity.

QUESTION

Is the use of indices an acceptable ap-
proach to the determination of replacement
cost?

INTERPRETIVE RESPONSE

If the use of the Indices results in a rea-
sonable approximation of replacement cost
computed on an item-by-item basis (or other
appropriate method), the use of such indices
will be acceptable. It is important to note,
however, that in many Instances the use of
indices will result in reproduction cost which
may not be a reasonable approximation of
replacement cost.

The above "Question” and “Interpretive
Response” are replaced with the following:

QUESTION 1

Is the use of indices an acceptable ap-
proach to the determination of replacement
cost?

INTERPRETIVE RESPONSE

Any logical approach to the estimation of
replacement cost IS acceptable provided it
results in a conclusion which reasonably ap-
proximates the replacement cost of produc-
tive capacity.

The estimation of the replacement cost of
productive capacity Is basically a two-step
process. Management must first decide if ex-
isting capacity would be replaced with assets
simllar to those presently owned or if dif-
ferent assets would be required ‘because of
technology advances, new governmental reg-
ulations, or other current economic and op-
erating considerations. The second step is
the selection of appropriate methods to price
the replacement assets. In many cases, &
combination of direct pricing methods and
Indexing will be required.

Typleally, indices do not reflect techno-
logical changes to any appreciable extent.
Adjusting the original cost of presently owred
assets by appropriate indices results in the
current cost to reproduce those assets. Re=-
production cost may be eauivalent to renlace-
ment cost if existing productive capacity
would be replaced using assets similar to
those presently owned. However, if replace-
ment cost Is to be estimated on the basis of
using assets different from those presently
owned, because of technological changes or
other factors, measurement techniques other
than indexing are usually required.

QUESTION 2

When facilities have undergone technolog-
lcal change, particularly when existing fa-
cilitles are no longer manufactured or would
1ot be replaced in the same form, Is the use
of indices feasible?

INTERPRETIVE RESPONSE

For those assets which would not be re-
blaced through reproduction, normally some
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repricing will be required to reflect the re-
placement cost of productive capacity.

For structures which will be replaced in a
different form, unit pricing is one acceptable
method of estimating replacement cost. If
the structures are an integral part of the
manufacturing process, as in a brewery or
chemical facllity, the functional pricing
method may be appropriate.

As with structures, machinery and equip-
ment which has been affected by technologi-
cal change usually requires specific identifi-
cation of the replacement or substitute fa-
cilities to serve as a basis for estimating re-
placement costs using a direct, unit, or fune-
tional pricing technique. However, because a
large number of assets may be involved, this
procedure may be costly and time consuming.
Sampling techniques may be used in these
situations to minimize the number of items
requiring direct pricing. The cost of estimat-
Ing replacement costs of property, plant, and
equipment which have undergone technolog-
ical change can be reduced accordingly.

Using one sampling technique, the esti-
mated replacement cost, based on direct
pricing, of the items in the sample divided
by the items’ indexed original cost results in
a factor which approximates the effect of the
technological change. If the sample is repre-
sentative of the total group of assets from
which it was taken, the technological change
factor computed for the sample may be ap-
plied to the indexed historical costs of other
items in the group to adjust for the effects
of technological change for the entire group.

- Rl * L] -

The heading b. Construction Contracts
under 5. Limited Use Assets is changed to
read b. Items Produced Under Contract.

L - . . -

NEW INTERPRETATIONS

- - -

5. LiMmiTED USE ASSETS
L > . - -
D. ITEMS PRODUCED UNDER CONTRACT
- ‘e * - -

FACTS

Many companies build products to cus-
tomer specification after negotiating a bind-
ing contract for the ‘purchase of the par-
ticular product.

QUESTION

Are the replacement cost disclosures spec-
ified In §210.3-17(a) and (b) required for
such inventories and cost of sales?

INTERPRETIVE RESPONSE

One of the principal reasons the dis-
closures under § 210.3-17(a) and (b) are re-
quired is that during periods of changing
prices significant distortions can occur in
financial statements employing historical
cost Inventory accounting techniques. This
Is particularly true in the Income statement
where operating results can be significantly
affected by “inventory profits."” Inventory
profits result from holding inventories dur-
ing a period of rising inventory costs and are
measured by the difference between the re-
placement cost of an item and its historical
cost at the date the item becomes specific to
the requirements of a particular customer
(frequently the date of sale). Different
methods of accounting for inventories can
affect the degree to which Inventory profits
are Included and identifiable In current in-
come, but no method based upon historical
cost always eliminates or discloses this profit
explicitly.

Such profits do not reflect an Increase in-
the economic earning power of a business
and they are not normally repeatable in the
absence of continued price increases. Accord-

ingly, the stafl considers disclosure of the
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impact of material inventory profits on re-
ported earnings and the trend of reported
earnings Important Information for inves-
tors in assessing the quality of earnings and
understanding the relationship between cost
changes and changes in selling prices,

Many companies build products to cus-
tomers’ specifications and do not acquire
materials or expend efforts to any consequen-
tlal degree untll the customer signs a
binding contract for the purchase of the
particular product. In such Instances, in-
ventory profits of the nature described in
the preceding paragraph do not occur.
Further, many believe that costs incurred
pursuant to such contracts differ in nature
from other types of inventories. Such costs
are believed to be more the nature of an ac-
count receivable and for this reason should
be excluded from replacement cost dis-
closures.

Notwithstanding the above, a form of in-
ventory profit (or loss) may arise where a
binding purchase contract for an item being
built to customer specification exists. If the
acquisition prices of materials and labor are
greater or less than that originally estimated,
the ultimate profit or loss on-the item pro-
duced will be affected. (The staff acknowl-
edges that price changes are not the only
factors that impact profit levels In the pro-
duction of inventorles to customer specifica~
tion and encourages the disclosure of other
factors which assist financial statement
readers in understanding the results achieved
on the contracts.) Some contracts contain
escalation provisions which allow some or all
unanticipated cost increases to be passed on
to customers (and some contain provisions
which require that a reduction in the pur-
chase price be granted the customer if antici-
pated cost levels do not occur); however,
many contracts do not contain such provi-
slons and the gains or losses resulting from
unanticipated price movements (which may
not be repeated In future periods) accrue to
the contractor.

The staff does not belleve that the specific
disclosures required by +§210.3-17 (a) and
(b) are necessary for products built to speci-
fication under binding contracts. Nonethe
less, the staff does belleve that readers of
financial statements should be provided with
data as to the general magnitude of price
increases for items customarily built by the
contractor (for example, airplanes by alr-
craft manufacturers or ships by ship build-
ers) and the contractor’s ablility to pass such
price increases on to its customers. The staff
belleves that during the initial years of
Implementing §210.3-17 (a) and (b) com-
panies should be allowed flexibility in these
disclosures.

The following is a possible disclosure for a
ship bullder whose contracts do not contaln
escalation clauses:

The company constructs ships under fixed
price contracts. In arriving at the contract
price of a ship, the company prepares de-
talled cost estimates based on forecasts of
the timing and extent of future increases in
the cost of labor, materials and overhead. To
the extent the company's estimates differ
from actual price increases, an increased or
decreased profit on the contract will result,
It is not practicable for the company to cal-
culate for all contracts the extent to which
prices have increased differently from that
forecast at the time the original cost esti-
mates were prepared. However, with the ex-
ception of the contract with the Venezuelan
government, management is not aware of
any contract where price increases have both
differed mstertally from that originally esti-
mated and materially affected operating
profits. On the Venezuelan government con-
tract, costs have increased by approximately
810,000,000 in excess of those forecast,
thereby reducing operating profit by a like
amount.
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Based upon a sampling of recurring costs
to construct ships the company estimates
the cost of ships has increased in 1976 by
approximately 18% to 25% dependent upon
the characteristics of the ship. In bidding
upon’ future ship construction contracts the
prices bid by the company will reflect these
cost increases and a margin of profit. gen-
erally consistent with the levels bid and
achieved by the company in the past.

FACTS

Some companies that bulld products to
customer specification carry inventories of
basic matérials and subassemblies which are
commonly used in manufacturing the com-
pany's products. These inventories are held
in anticipation of the receipt of orders.

QUESTION 1

Should replacement cost of such inven-
torles be disclosed?
INTERPRETIVE RESPONSE
Yes.

QUESTION 2

Should the "“inventory profits” related to
such inventories be disclosed and if so how
should they be measured?

INTERPRETIVE RESPONSE

The impact of inventory profits should be
disclosed (generally as @an upward adjust-
ment to historical cost of sales) and should
be based on the difference between the his-
torical cost of the inventory and the re-
placement cost of the inventory at the date
the inventory becomes specific to the require-
ments of a particular customer (which will
generally be the date of use or allocation).

FACTS

Some companies enter into binding con-
tracts for the future delivery of products
{e.g., the delivery of one thousand units of
inventory for a fixed price for each of the
next twelve months) that are substantially
the same as those manufactured in antici-
pation of non-confract customer orders.

QUESTION

Are the replacement cost disclosures spe-
cified in §2103-17(a) and (b) required in
such circumstances?

INTERPRETIVE RESPONSE

Yes; such products are not manufactured
specific to the requirements of a particular
customer (i.e., they may be used to fulfill
the reguirements of alternative customers)
and therefore should he treated consistent
with other inventories which are available
to fulfill the requirements of various
customers.

- - - - -

6. REPLACEMENT COST OF PRODUCTIVE CAPACITY

K. REPLACEMENT OF EXISTING ASSETS WITH
ASSETS HAVING GREATER PRODUCTIVE CAPACITY

FPACTS

Frequently managements will have the
intention. of replacing existing productive
capacity with assets having greater capacity.

QUESTION 1

In these situations, how should the re-
placement cost of existing productive ca-
pacity be determined? :

INTERPRETIVE RESPONSE

In most instances, if management intends
to replace existing capacity with different as~
sets, that Intent should be recognized in the
replacement cost data. The results will then
indicate to the extent possible the direction

of the company.

RULES AND REGULATIONS

Whenever replacement with a new asset
configuration is assumed, there are at least
two types of situations that can be dis-
tingulshed:

(a) If management could reasonably as-
sume that it would repiace with greater
capacity and that such capacity could be
utilized, then only the portion of total costs
attributable to existing capacity should be
disclosed as the replacement cost of existing
productive capacity. This allocation would be
appropriate even though a replacement op-
portunity exists with capacity equivalent to
that presently owned.

(b) If management expects to produce In
the future at the same level a8 it currently
produces but would be required to replace
with higher capacity because equivalent ca-
pacity replacements were not available; then
replacement cost would be the total costs of
the higher capacity.

QUESTION 2

If management can reasonably assume that
it will replace with greater capacity and that
such capacity can be utilized (see (a) in the
Interpretive Response to Question 1 above),
should the allocation of total cost to exist-
ing capacity be made upon a linear basis
(i.e., if the capacity of the replacement asset
is twice that of the existing assets, the re-
placement cost of the existing assets would
be one-hdlf of the cost of the replacement
assets) or is some other approach more
appropriate?

INTERPRETIVE RESFONSE

A linear approach may not be appropriate
i all situations. Technical engineering writ-
ings provide considerable evidence that costs
in many situations tend to change exponen-
tially rather than linearly. Replacement cost
computations, which are designed to measure
costs attributable to existing capacity, should
incorporate methods of attribution that are
as realistic as possible if the resulting infor-
mation is to be useful. Accordingly, the fact
that the relationship between cost and ca-
pacity may be linear, exponential, etc., should
be recognized. The following situations may
be distinguished:

(a) When the assumed replacement con-
figuration capacity must be scaled down to
existing capacity, engineers frecuently em-
ploy the following exponential function,
called the "six-tenths” rule, as.a rough ap-
proximation of the cost of a différent capacity
level:

L o CEPOR
RCE=RCN x[ 2 (.'N] 0.6

where

ROE=Replacement cost of existing assets;

RON—Replacement cost of larger, more effi-
cient assets;

PCE=Productive capacity of existing assets;
and

PCN=Productive capacity of larger, more effi-
clent assets.

Frequently, the estimate resulting from the
use of the above formula will be sufficient for
compliance with § 210.3-17. However, the en-
gineering literature also notes that, while this
approach In many cases is a significant im-
provement over use of a linear relationship,
mechanical application may result in inac-
curate results, Accordingly, consideration
must be given to factors such as the follow-

(1) Costs for certain types of equipment
may follow a different exponential cost curve,

{2) Breaks in cost curves may occur when
some specific capacity size is passed.

(3) Different exponents may be applicable
to different capacity levels for the same type
of equipment.

(b) In other cases, a linear relationship
may be appropriate. For example, if a com-
pany intends to replace existing capacity by
acquiring new capacity that represents 25
percent of a new faeility built in conjunc-
tion with other users, then 25 percent of
the total cost of the new facility would
likely be the appropriate measurement. An-
other instance in which Iinear computations
may suffice is a situation involving a rela-
tively small increase in capacity level 4
less than 10 percent to 20 percent. In h
instances, dependent upon the exponent, the
differences between an expotential computa-
tion and a linear compuation are frequently
not material. -

In conclusion, an exponential relationship
such as the ‘‘six-tenths” rulé 18 generall 1
improvement over linear extrapolation w 5
ever fairly substantial changes in capacit)
are Involved. As ‘a practical matter, this
means that some involvement of knowledge-
able engineers or others familiar with the
measurement of cost behavior will typically
be advisable if significant changes in the
scale of capacity are part of replacement cost
computations. At the same time, it should be
noted that any method of rescaling capacity
is typically facilitated by using & cost-per-
unit-of-output approach.

L. FEE TIMBER
PACTS

Many companies In the forest reso
industry meet a portion of their fiber r 5
through the ownership and management oI
fee (ie., owned) timberlands. Many such
companies attempt to perpetuate the pro-
duction of timber from fee lands by employ-
ing a “sustained yield" concept whereby an-
nual timber volume removals are planned not
to exceed, on average, the timber volume ex-
pected to be grown annually. Thus, the fi
potential of a company's timberlands n
mally will not decrease from its present le

__and the underlying lands will never need
be replaced.
QUESTION 1

If a company is following the sustained
yield concept, is it acceptable to calculate
(1) the replacement cost of fee timber on
the basis of reforestation costs and the forest
management expenditures that would be re-
guiréd to bring a harvested area to a state
of maturity equal to that of the company’'s
presently existing fee timber holdings and
(2) the effects on income on a repiacement
©00st basis using the annual cost of refores-
tation and forest management with appro-
priate adjustments for significant departures
from a sustained yield harvest?

INTERPRETIVE RESFONSE

Yes. Such an approach would be cansistent
with an ‘‘entity's normal approach to re-
placement of capacity.”

QUESTION 2

If the approach suggested above is
jowed, how should replacement cost
closures be made?

INTERPRETIVE RESPONSE

fol-
dis~

W

The disclosure of the replacement cost ol
fee timber should ldentify separately the ex-
penditures required for reforestation, and
also the amount of forest management ex-
penditures that would be required to bring
a company’s fee timberlands from a har-
vested state to the state of maturity of
today'’s timber holdings.

It is important to note that the disclosure
relating to the replacement cost of fee tim-
ber pertains to expenditures incwrred in the
replacement process, not to the accounting
treatment of such expenditures. Capitaliza-
tion practices with respect to reforestation
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and timber management expenditures vary
within the industry. Therefore, care should
be exercised. in preparing the disclosure so
that no inference can be drawn that these
expenditures, when made, would necessarily
be capitalized. For this reason, it is sug-
gested that the aggregate amount of expendi-
tures related to replacing standing fee timber
not be included in any overall tabular sum-
mary of replacement costs. It is appropriate,
nowever, for individual companies to discuss,
in narrative form, the nature of and reasons
for the difference (1) between the historical
cost of standing fee timber, as disclosed in
the company’s historical balance sheet; and
the expenditures required to replace such
timber and (2) between amounts charged to
nistorical cost of sales for fee timber har-
vested, 8s shown in the historical cost income
statement presented by the company, and the
amount disclosed as replacement cost of sales
for such timber,

7. DEPRECIATION ON REPLACEMENT CoOST BaASIis

- » » * »
d. DEPRECIATION WHEN COMPOSITE METHOD IS
USED
FACTS.

Many companies plan to use a composite
method, such as functional pricing, to esti-
mate the replacement cost of productive

Historical

RULES AND REGULATIONS

capacity. Such methods result in groups of
replacement assets differing in composition
from existing assets because of technological
changes, new environmental requirements,
and various other factors.

QUESTION

How should replacement cost depreciation
and the current depreciated replacement cost
of productive capacity be estimated in these
situations?

INTERPRETATIVE RESPONSE

A number of acceptable approaches have
been brought to the staff's attention, and
none appear to warrant designation as being
appropriate in all circumstances. Generally,
replacement cost depreciation expense may
be computed by using the appropriate com-
posite life of the existing group of assets.

The determination of accumulated re-
placement cost depreciation may present a
special problem. Because of the interaction
of changes In prices, composition of assets,
and timing of aquisitions, the ratio of total
accumulated depreciation to total cost on &
historical\cost basis may differ from that on
A replacement cost basis.

For' example, the following tabulation
summarizes a group of assets with replace-
ment cost data estimated on an individual
asset basis: .

Replacement
Depreciation ! Depreciation
Year scquired Cost Lifeinyears Provision  Accumu- Cost Provision  Acenmu-
for 1976 lated st for 1976 * lated at
Dee. 81, 1976 Dec, 81, 1076
$1,000 20 $50 $800 $3,000 $150 $2,
2,000 10 200 1,800 5,000 500 4,500
3,000 10 300 2,400 6,000 600 4,800
5,000 25 200 1,7 7,000 230 1, 880
4,000 16 250 7 4,000 250 500
5,000 5 1,000 1,000 5,000 1,000 1,000
20,000« “osiioin 2,000 7,700 30, 000 2,780 14, 880
! Based on a-fullyear's depreciation provision in the year acquired.
* Assumed no changes in prices during 1976,
If, instead, replacement cost were esti- =— TP X
mated at $30,000 on a composite basis (e.g.,
functional pricing), the following illustrates ac},':;?:ed mﬁg}m’ J;%:g u&fmeiou
the difference in the accumulated deprecla-
tion ratios: ‘ $1,000 16 $16,000
Estimated replacement of the 2, 000 o 18,000
BTOUD o e S Al $30, 000 o S e
Historical ratio of accumulated de- 4000 2 8 000
preciation to cost (87,700 5,000 1 5, 000
820, | ) VRN S s 38
$20.:000), (o % Total... T 101,000
Indicated replacement cost accu- - -
mulated depreclation . ________ 811,550 Diyided by total historical cost._. $20, 000
Replacement cost accumulated de- Weighted-average age (yr$)----- 5.05
preciation computed on an asset-
by-asset basis, per above._....___ $14,880 Estimated replacement cost of pro-
ductive capacity. .. ____ $30, 000
One approach to the computation of re-
placement cost accumulated depreciation is Combpeos;tg ogomt:;(l)cgéo depretc)lnuon 10
tc make a detalled analysis of the assets for rate (82,000+820,000) (pct)-----
which replacement cost was estimated on a
group basis and, to the extent possible, match Esti:axted replacement cost depre- #3.000
the replacement assets with the historical SN, o e e il 5. 08
assets. The staff, however, belleves that in Velghted-average age (yrs)- ... 3
most cases alternative techniques can be
applied to reduce clerical effort in making the APProximate accumulated replace-
computations, ment cost depreciation..______ 815, 150

For instance, using the data from the ex-
ample above, & welghted-average life of the
historical assets could be computed, as
follows:

The staff considers this approach accept-
able In the circumstances described above.
Other approaches for computing accumu-
lated replacement cost depreciation in spe-
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cific circumstances suggested to the staff
include the following:

1. Classifying replacement cost assets to
the lowest functional level for which his-
torical cost depreciation records are main-
tained and then applying to the replacement
cost amounts the historicel ratios of ac-
cumulated depreciation to cost

2. Applying a general or specific index to
year-end historical cost balances for cost and
accumulated depreciation and then recom-
puting a ratio of accumulated depreciation
to historical cost. This adjusted ratio may be
more representative than the unadjusted
ratio for purposes of application to the esti-
mated replacement cost of productive ca-
pacity.

3. Using the historical ratio of accumulated
depreciation to cost. In many cases, this ap~
proach would be acceptable. When used,
registrants should be aware of the potential
problem described in “Facts" above and make
adjustments, if necessary.

. £ - B »
11. EXAMPLES OF REPLACEMENT COST
DI1SCLOSURES
FACTS

It would be helpful to many registrants
which are required to report replacement
cost data to see examples of replacement cost
disclosures.

QUESTION

Are any examples of replacement cost dis-
closures available?

INTERPRETIVE RESPONSE

At the September 16 and 17, 1976 meetings
of the Disclosure Subcommittee of the Re-
placement Cost Advisory Committee, the staff
of the Commission and the members of the
subcommittee prepared four examples of re-
placement cost disclosures.

These examples are published here to serve
as a guide to registrants. They do not repre-
sent the staff's or the subcommittee’s view of
what constitutes minimum or maximum dis-
closure. An important omission from these
examples is the many supplemental disclo-
sures that are possible (e.g., gain or loss from
holding monetary assets and liabilities,
economic value or net realizable value of
properties, ete.).

These examples also contain disclosures
of the methods employed in computing the
replacement cost data. The fact that a partic-
ular method has been described does mot
imply that it is the only method that can
or should be used in developing the data; nor
does it imply that the method described is
appropriate in all circumstances.

The dollar amounts contained in the ex-
amples, are hypothetical; they do not relate
to any known company and the relationship
of one amount to another (for example, the
relationship of gross and net property, plant
and equipment on a historical cost basis to
the same amounts on a replacement cost
basis) may not be indicative of the relation-
ships various registrants experience.

EXAMPLE 1: A PUBLIC UTILITY

Note X.—Replacement Cost Data (Un-
audited).

The following data compare utility plant
investment and related accumulated depre-
clation as shown on the balance sheet for the
Company and its consolldated subsidiaries at
December 31, 1976 with the approximate cost
to replace such plant at that date, at prices
in effect in late 1976. They also compare the
accumulated depreciation that would have
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been provided had past depreciation accruals
contemplated such replacement costs,

As At
stated  replace- Differ-
at ment ence

Dec. 31,  cost
1976

Utility plant investment: -
Subject to replacement
cost digclosure. ... $10,000 $16, 000
Included at bistorfccost. 2,000 2,000

Total 12,000 18,000 6,000
Accumulated depreciation.. 2,000 3,000 000
Net  utility plant

investment. .. ...

10,000 15,000 5,000

In developing the replacement cost approxi-
mations, it was assumed that (identify signif-
jcant technological improvements available
and planned, such as nuclear power genera-
tors or electronic switching systems) and
that latest known technological developments
would be used in replacing other plant in
accordance with present replacement prac-
tices. Replacement cost of bulldings assumes
& reduced (increased) amount of space be-
cause of (state the reason if applicable).
Land, plant under construction, and piant
held for future use are included at historic

‘cost. -

The following figures compare deprecia-
tion expense as shown on the income state-
ment for the Company and its consolidated
subsidiaries for the year ended December 31,
1976, with the depreciation expense that
would have been computed, on the basis of
the estimated average replacement cost of de-
preciable plant.

As stated At replace- Differ-

for Dec. 31, ment ence
1976 cost
Depreciation expense. . . $450 075 %225

The Company cautions that replacement
of plant will take place over many years.
The newer technological developments appli-
cable to such plant will enable the Company
and its operating subsidiaries to reduce
maintenance and operating expenses by as
much as 50% based on 1976 expense levels.
Additionally, the newer technological deveél-
opments associated with (nuclear power or
electronic switeching systems) provide fea-
tures which wiil allow the Company and its
subsidiaries to offer new and additional rev-
enue generating services at minimal supple-
mental cost,

The Company also cautions that replace-
ment cost is not-the current value of exist-
ing utility plant; it is only an estimate of the
cost that would be incurred if such assets
were replaced at December 31, 1976. The dif-
ference between historic and replacement
cost of net utility plant investment does not
represent additional book value for the Com~
pany’s common stock; instead, it Indicates
the capital funds (in excess of booked depre-
ciation and other prior capital provisions)
that may have to be provided to replace ex-
isting service capacity of the plant of the
Company and its subsidiaries. Such capital
funds will be provided by (a) reinvestment
through depreciation expense, (b) retained
earnings after payment of dividends, (¢)
probable ongoing Federal income tax provi-
sions for accelerated depreciation and in-
vestment credit, (d) additional equity invest«
ments occurring from the Company's divi-
dend reinvestment and employee savings

plan programs, and (e) long, intermediate
and short-term debt and other new issues of
equity securities. To achieve an assumed ulti-
mate capital structure of 40% equity capi-
tal, and assuming no change in the December

RULES AND REGULATIONS

31, 1976 balance for deferred taxes and un-
amortized investment credits, the difference
between historic and replacement cost of net
utility plant should be .funded 82,000 by
equity capital and $3,000 by debt.

The Company believes that the difference
between depreciation based on historic cost
and depreciation based on estimated replace-
ment cost, which difference is not deductible
in determining income tax expense, is not
truly an additional amount of depreciation
expense, Rather it is & measure of the ex-
tent to which the Company should be mak-
ing provision for replacement of its existing
utility plant in the current year, assuming no
growth in demands for service and no further

inflation in costs. Assuming that such provi®

sions are expressive of the capital structure
assumed to be achieved at ultimate replace-
ment of the plant, 880 of the additional
amount is related.to equity capital require-
ments, and $1356 to requirements for debt
capital, Presumably the equity capital re-
quirements will be met by the addition to
retained earnings after payment of divi-
dends; to the extent that remaining earnings
are inadequate, the Company believes it in-
dicates the amount of its needs for increased
earnings and thus increased rates for its
services. If such Increased rates are not
achieved, then this differential amount will
need to be furnished by additional new
equity investments beyond that required for
growth
EXAMPLE 2! A WORLDWIDE MANUFACTURER
UTILIZING INDEXES

Supplemental Information on Replacement
Cost (unaudited).

In compliance with rules of the Securities
and Exchange Commission, the Corporation
has estimated certain replacement cost in-
formation for worldwide inventories, prop-
erty, cost of sales, depreciation of real estate,
plant and equipment, and amortization of
special tools. The amounts reported are the
result of the calculations described below and
are not necessarily indicative of either the
amounts for which the assets could be sold
or management’s Intentions for replacement
of such assets nor are they necessarily repre-
sentative of costs that might be incurred in
a future period.

For purposes of calculating the replace-
ment cost for inventories, the first-in, first-
out method or average method of costing
ending inventories was applied, Foneign con=-
tent in inventories was translated into U.S.
dollars at exchange rates in effect at year
end. Replacement cost for cost of sales (ex-
clusive of depreciation and amortization)
was based on applying the last-in, first-out
method of costing ending inyventorles.
Amounts related to foreign cost of sales were
translated into U.S. dollars using annual
average exchange rates. No attempt has been
made to measure improved efficiency or re-
duced operating cost which might occur if
manufacturing facllities were replaced. It
is belleved that the amounts resulting from
these calculations reasonably approximate
the amount of inventories, stated at cost
levels experienced near year end, and of cost
of sales, determined at cost levels experienced
during the periods in which the products
were sold.

For purposes of calculating the replace-
ment, cost of real estate, plant and equip-
ment, indexes published by governmental
and private organizations, adjusted for tech-
nological change where applicable, were ap-
plied to the historical cost of the assets. It
is believed that the resulting indexes are
reasonably representative of changes in prices
for the assets and are reasonably adjusted
for changes in technology. However, the Cor-
poration disclaims any responsibllity for the
accuracy, consistency, weighting or other
factors which may affect such indexes.

Accumulated depreciation at the end of
the year and the provision for depreciation
for the year related to the replacement cost
of such assets were calculated using straight.
line depreciation rates based on the est.
mated service lives used for financial ac-
counting purposes. All amounts related to
foreign assets were translated into U.S. do)-
lars at exchange rates In effect at year end:
amounts related to foreign depreciation ex-
pense were translated to U.S. dollars using
annual average exchange rates. 3

For purposes of calculating replacement
cost of speclal tools and related amortization,
indexes, as described above, were applied to
the historical cost of such tools and the re-
sulting replacement cost was amortized em-
ploying amortization rates and estimated
service lives that are used for financial ac-
counting purposes.

Although the replacement cost data dis-
closed herein have, in the Corporation's view,
been reasonably estimated, the estimating
procedures do require that certain subjective
decisions be made. Moreover, the data are
based upon costs at December 31, 1976: as-
suming that costs to replace the Corpora-
tion’s productive capacity continue to rise,
the actual cost of replacement in the future
may differ significantly from the amounts
reported herein.

The data required by the SEC exclude the
effect' of price level changes on assets other °
than inventory and certain properties dur-
ing a period of Inflation. Accordingly, it is
management's view that the replacement
cost data presented herein cannot be used
alone to impute the total effect of infiation
on net income as reported.

However, subject to the above, the follow-
ing represents the Corporation’s estimates of
the required replacement cost:

{In miltions of dollars|

Estimated
Historical replacement
cost at cost at
Dee. 31, Dec. 31,1
1076 (Range
Inventories:
Raw materials... $647
n Progess. ... 504
Finished goods. 1150
Total Saliac atvzn sy 2,301 2,746-3.075
Real estate, plant and B,
equipment ({(excluding
land and construction in
~ Progress):
Land improvements, ... 1,006 1, 404-1, 641
i : 5,901 8,818-9, 571
9,817 14,867-16,002
.................. 595 $44-898
................ 16,819  26,023-28,182
O e e e e i 4,076 7,450-8, 078
2 Y e SRR S 12,743  18,578-20, 054
Special tools, . ........ 4,338 4,705-5, 101
Less, amortization..... 2,222 2,484-2,616
Total:cacicSooso s 2,118 '2.37!i~.' 480
Cost of sales, exclusive of y
anounts listed below. ... 11,508  12,960-14,001
De?recmlion of real estate, gt
plaot and equipment..... MR 1,605-1, 7
Amortization of special =
T SR S H 586 643-6u1

‘2 Management believes that the most probable repisc
ment cost would fall within this range; nonetheless, il
possible that the replacement cost would be outsi
range, The range should not be Viewed as manage. .
estimate of the minimum and maximum replaceme
Cost,

EXAMPLE 3: A MANUPACTURER PRIMARILY
UTILIZING FUNCTIONAL COSTING AND INCOR-
PORATING COST SAVINGS IN THE BASIC DATA

Data Describing Replacement Cost of Iu-
ventories and Productive Capacity and Re-
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lated Replacement Cost Basls Cost of
products Sold and Depreciation and Deple-
tion (Unaudited).

Set forth in Exhibit I below is an analysis
of management’s estimates of the replace-
ment cost of certain inventories and pro-
ductive capacity of the Company and its
consolidated subsidiaries as of December 31,
1976, together with estimates of cost of
products sold and depreciation on the basis
of replacement cost for the year then ended.

Replacement cost data have not been pro-
vided for the Company’s operations located
outside North America and the European
Economic Community because such data are
not required.

Also excluded Is replacement cost informa-
tion related to elements of productive
capacity that, In management’s present
opinion, will not be replaced at the end of
their useful lives. However, if market con-
ditlons change, management may modify its
present opinion and elect to continue opera-
tions for such produects or product lines and,
accordingly, may have to replace such pro-
ductive capacity at that time.

All replacement cost amounts related to
I assets were translated into U.S.
ollars at exchange rates in effect at year
nd;. amounts related to the foreign cost of
products sold and depreciation expense were
ranslated into U.S. dollars using annual
average exchange rates,

EXHIMT I—REPLACEMENT COST DATA

[T thousands of doilars]

Estimated Comparable
ried

replacement repol
cost amounts
ntories—as of Dee. 31,
ww materials. ... £55, 000 $43,000
Work int peocess 33,000 29,000
Finished goods. ! 53, 000
Tolak e it 125,000

Property, plant aud equip-_
ment—as of De. 81, 1976:
Machinery and equip-

ment. % 164, 000 118, 000
Buildings..... 41,000 25,000
205, 000 146,000
Less nccumulated. de-
preciation and deple-
11 PSR Se SR 70.000 43,000
TotalSurson ol 135,000 103, 000
Cost of products sold—for ey, x )
the year ended Dee. 31,
W06 A OSeE S 375,000 8,
Depreciation-~for (he year =
d Dee. 38, 1976:
luded [n cost of
 JONT, e 22,000 10,000
2 other
erating costs. ... .- 4,000 1,000
Total: o cima e 26, 000 11, 000

Exhibit II sets forth the comparable re-
Iated historical cost amounts for these cate-
gories as included In the consolidated bal-
fuce sheet and income statement, and Indi-
cates the historical amounts for which re-
placement coat data have and have not been
provided. The totals in Exhibit- IT are the
same as the “Comparable Reported Amounts'
column of Exhibit I.

RULES AND REGULATIONS
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Exumir IL—Historical cost amounts for which replacement cost data have been
provided

[In thousunds of dollars]

Property, Aceumulated Costof  Depreciation
Inventories plant and. depreciation  products and
equipment sold depletion
Totals as shown in the accompanying consol-
—idated financial statements.. . .. . . .. $166, 000 $217,000 $64,000 $433, 000 $17,000
Less amounts for which replacoment cost b
data have not been provided:
0|u~r(;nt|lousF located outside iNm-lh Amierica
and the European economie community . . 39,000 50,000 16,000 84, 6,
Operations which will not be replaced at the o o
end of their current economic lives . 2,000 5, 000 5,000 [ 81 R
ST R e S R N R T R g 0L T R T e i, T e A5 T
Historical amounts for which replacement
cost data have been provided.. .. .. ... 125,000 43,000 346,000 11, 000

146, 000

The replacement cost information set forth
In Exhibit I should not be interpreted to
indicate that the Company has present plans
to replace such assets or that future replace-
ment would take place In the form and man-
ner assumed In developing these estimates.
The compsany cautions that the replacement
cost data presented are not necessarily the
current market values of existing property,
plant and equipment and inventorfes. Rather
they represent management’s estimate of
the cost of replacement that would be in-
curred at December 31, 1976 If sueh assets
were replaced at that time. Accordingly, the
difference between historical and replace-
ment cost does not represent additional book
value of the Company’s common stock. In
addition, it must be recognized that, by
their nature, the replacement cost data are
estimates and predicated upon certain as-
sumptions and subjective judgments of man-
agement, some of which are described below.

METHODS . USED IN ESTIMATING CURRENT RE-
PLACEMENT COST OF PRODUCTIVE CAPACITY
(PROPERTY, PLANT AND EQUIPMENT)

The estimated replacement cost of the
Company's major plant facilities (represent-
ing approximately 73 percent of the property,
plant and equipment set forth in Exhibit I)
was developed by using engineering gsti-
mates for the cost of replacing selected rep-
resentative productive facilities (after they
have been upgraded for technological Im-
provements) ‘in each of the major product
classes and deriving a cost per unit of pro-
ductive capacity therefrom. Based on the
overall existing productive capacity for those
products and product lines of which manage-
ment currently anticipates continuation, the
cost per unit of productive capacity was used
to compute the estimated cost of total exist-
ing productive capacity. The method of cal-
culating replacement cost described above
assumes replacement of existing facilities
based on the size and eonfiguration of the
selected currently éxisting facilities; accord-
ingly, replacement accomplished in such &
manner would require consolidation of cer-
tain existing productive faotlities into larger,
more economical productive units. However,
no attempt was made to reengineer the en-
tire productive and distributive capacity into
units’larger than those currently inexistence.

Also, the replacement cost estimates de-
scribed above, do not take into account the

manifold problems of relocating and con-

solldating existing productive facilities, in-
cluding availabllity of labor supply, raw ma-
terial sources, and proximity to customers,
all of which would necessarily have to be
considered In depth before undertaking ac-
tual replacement. The results of such addi-
tional studies might significantly alter the
costs of productive capacity replacement or
the Company's manner of replacement as
assumed In developing these estimates.

The engineering estimates used in the re-
placement cost computation were based on
the Company’s current costs of plant con-
struetion and vendor quotations or published
prices for larger machinery units.

The estimated current replacement costs
for adiministrative offices was developed using
historical costs of assets appropriately in-
dexed to reflect current, higher, costs of
construction,

The estimated current replacement cost
for the balance of the Company's productive
capacity, representing primarily transporta-
tion equipment, small machines, and office
furniture and fixtures, was statistically de-
rived based on vendor quotations or pub-
lished price lists for current replacement of
sample items compared to their historical
costs.

OPERATING EFFICIENCIES

The manner in which the Company has
chogen to estimate replacement cost of exist-
Ing productive capacity, as described above,
would, If replacement were effected, alter its
current level of operating costs. Management
belleves that the change in overating cost
level is reasonably assured and quantifiable
based on replacement assumptions used, So
that the replacement cost estimates would
not be materially misleading, the Company’s
current operatine costs were adjusted to re-
flect those of facllities on whirh the replace-
ment estimates were based. The latter costs
were further adjusted for anticipated cost
reductions that would result from existing
technological improvements. Accordinely,
while cost of products sold and depreciation
and denletion evpense for 1976 as shown in
Fyhihit T would increase £41.000,000 and
£12.000.000 resnectively, as a result of using
renlacement cost data. other costs Includea
in cost of nroduects =old are exnected to de-
crease approximately £24.000000 as a result
of lower direct labor costs, utility expense,
and other direct and indirect costs resulting
from the assumed replacement, The net re-
sult i{s an overall increase of $29,000,000 in
costs of products sold for 1976.
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OTHER EFFECTS

If the replacement of productive capacity
were effected, interest costs might substan-
tially increase as a result of additional bor~
rowings to finance each replacement. How-
ever, the effect of increased interest costs
has not been calculated because of the Com-
pany’s inability to determine how much addi-
tional borrowing would be required and how
much of the replacement would be financed
by additional equity offerings. In addition,
none of the cost effects thus far described
have been adjusted for income tax effects,
‘including the substantial investment tax
credits that would result from the replace-
ment of productive capacity.

ACCUMULATED DEPRECIATION AND DEPLETION

Accumulated depreciation and depietion
related Lo replacement cost of existing pro-
ductive capacity as set forth in Exhibit I was
estimated by the relationship of expired
service lives to total service lives of existing
facilities assumed to bé replaced, applied
to the estimated replacement cost of such
productive capacity. No additions to the asset
lives used for historical cost depreciation
purposes as a result of technological im-
provements were included in the replacement
cost depreciation calculations,

DEPRECIATION AND DEPLETION EXPENSE

Replacement cost depreciation and deple-
tion expense was calculated on the straight-
line method using the historical deprecia-
tion and depletion rates for existing facili-
ties, applied to the average estimated re-
placement cost of productive capacity.

INVENTORIES

The estimated replacement cost of work-
in-process and finished goods inventories at
the end of 1076 was celculated by using
revised standard costs reflecting estimated
replacement cost depreciation, net of esti-
mated decreased direct. and indirect operat-
ing costs, as more fully explained under
“Operating Efficiencies” above. Accordingly,
the estimated replacement cost for such in-
ventories represents their costs as if pro-
duced by the replaced productive capacity,
such costs may not compare to the costs that
will actually be incurred by the Company
in subsequent replacement (after sale) of the
inventories under its existing plant con-
figuration. Nevertheless, management be-
lieves that the estimated replacement cost
of inventories set forth above is a reasonabie
approximation of the cost of replaeing in-
ventory under the assumed replacement
productive capacity previously described.

The estimated replacement cost of raw
material inventories was based on latest in-
voice prices.

COST OF PRODUCTS SOLD

Cost of products sold calculated on the
basis of replacement cost of inventories was
estimated by reference to revised standard
product costs that reflect replacement cost
depreciation expense, net of estimated de-
creased direct and indirect operating costs.
Accordingly, the estimated replacement cost
for products sold represents the cost of
manufacturing inventories as if produced by
the replaced productive capacity. The revised
standard costs described above do not reflect
actual costs incurred (under the Company's
existing productive capacity) in the current
production of inventories or their subsequent
inclusion in costs of products sold. However,
management believes that the estimates for
cost of products sold set forth above repre-
sent a reasonable approximation of cost of
products sold calculated on the basis of re-

placement of existing productive capacity.

RULES AND REGULATIONS

ASSUMPTIONS AND ESTIMATES

The replacement cost data herein described
have been compiled to comply with the dis-
closures required by the Securities and Ex-
change Commission and represent, in the
Company's view, & reasonable aggregation of
such information. However, the replacement
cost data have inherent limitations because
of the need for substantial subjective judg-
ments in the estimating process. According-
1y, they should not be construed to represent
management's intent to replace existing
productive capacity; moreover, even if re-
placement is effected in the manner de-
scribed, replacement cost may not represent,
because of possible future increases in cost
levels, the actual future costs of replacement
or the subsequent operating costs that would
be incurred in the production of products.

Additionally, other inflationary effects on
the Company have not been presented in the
replacement cost data set forth above. These
additional effects include holding gains ex-
perienced by a borrower and holding losses
resulting from holding monétary assets, such
as cash, receivables, etc., in times of infla-
tion,

In management's view, the above replace-
ment cost information cannot be used to
impute the effects of inflation on the Com-
pany's net income as reported without con-
sidering other factors, including the impact
of general price level changes and of statu-
tory taxing policies as they affect the Com-
pany. Accordingly, a revised net income
amount is not disclosed because of the sub-
stantial difficulties that exist in determining
a quantifiable income effect. Furthermore,
because of the subjective judgments re-
quired and the errors inherent in estimation,
the above replacement cost data may not be
fully comparable among companies with
which the Company competes,

EXAMPLE 4: A MANUFACTURER EMPLOYING A VA~
RIETY OF COSTING METHODS AND NOT IN=-
CORPORATING COST SAVINGS IN THE BASIC DATA

Unaudited Replacement Cost Information.
The replacement cost information presented
in this section of the financial statements is
furnished pursuant to § 210.3-17 of Regula-
tion S-X, which was announced in the Secu-
rities and Exchange Commission’s Account-
ing Series Release No. 190. In that Release,
the SEC cautioned Investors and analysts
against “simplistic use” of replacement cost
information. In issuing that warning, the
SEC stated: s

“s * ¥ (The Commission) intentionally
determined not to require the disclosure of
the effect on net income of calculating cost
of sales and depreciation on a current re-
placement cost basis, both because there are
substantial theoretical problems in deter-
mining an income efflect and because it did
not believe that users should be eéncouraged
to convert the data into a single revised net
income figure, The data are not designed to
be a simple road map to the determination
of ‘true income." In addition, investors must
understand that due to the subjective judg-
ments and the many different specific factual
circumstances involved, the data will not be
fully comparable among companies and will
be subject to errors of estimation.”

The Company believes that the limitations
due to estimations requiring the subjective
judgments and assumptions of management
as discussed In the foregoing excerpt from
ASR 190 apply specifically to the Company's
repiacement cost information presented in
this section of the financial statements. For
example, the technology currently available
to the Company and the related environmen-
tal factors are undergoing significant change
and the effect thereof on the Company’s re-
placement decisions cannot be predicted with

precision. The Company’s resultant inabilivy
to reflect the costs related to such unidentifi-
able difficulties Is fllustrative of the inherent
imprecision of the information required by
§ 210.3-17. =

The replacement cost information is based
on the hypothetical assumption that the
Company would replace its entire inventory
and productive capacity at the end of s
fiscal year, whether or not the funds to do s¢
were available or such "instant” replacement
were physically possible, This assumption re-
quires that management contemplate many
actions at the end of each year that ordi-
narily would not. be addressed all at one time
Accordingly, the information should not
interpreted to Indicate that the Company
actually has present plans to replace its pro-
ductive capacity or that actual repiacement
would or could take place in the manner
sumed in estimating the information. In th
normal course of business, the Company
replace its productive capacity over an
tended period of time. Decisions conce
replacement will be made in the light of
economic, regulatory and competitive condi-
tions existing on the dates such determina-
tions are made and could differ substantially
from the assumptions on which the data in-
cluded herein are based.

The replacement cost data presented here-
in are not necessarily representative of the
“current value" of existing inventory and
productive capacity. Further, the difference
between the replacement cost and the his-
torical cost of inventory and productive
capacity does not represent additional book
value for the Company's common stock-
bolders. The funds for the eyentual replace-
ment of the Company’s productive capacity
may be provided not only by earnings re-
tained in the business but also by invest-
ment tax credits, debt, or issues of equity
securities. The determination of the source
of funds will be made at the time the funds
are required in light of the circumstances at
that time. _

The replacement cost of approximately 60
of raw materials and supplies has been com-
puted based upon catalog and other pub-
lished prices for the quality, quantity, and
terms at which the Company generally pur-
cases these items. Replacement cost for the
remainder of such items was estimated by
applying an index of relevant purchase prices
to the historical cost of such items

Finished goods and work in process have
been estimated on the basis of standard costs
adjusted to reflect current material, Iaix
and overhead varfances as well as replace
ment cost depreciation of buildings, and
machinery and equipment determined on a
straight-line basis.

Where practicable, the replacement cost of
machinery and equipment was estimated on
the basis of current quoted market prices
(approximately 70% of such assets in the
United States and 40% elsewhere) for new
machinery of equivalent capacity. With one
exception, the replacement cost of remaining
machinery and equipment was estimated by
applying index numbers which were derived
from recent cost data for items of similar
productive capacity, The exception consisis
of production and materials handling equip-
ment in one plant which is scheduled to be
phased out of use in 1978 and replaced DY
fully automated facilities with s 30% greater
capacity. The current quoted acquisition
prices of the new equipment have been re
duced by the portion estimated to be ap-
plicable to the additional capacity.

The replacement cost of buildings acquired
within the last five years was estimated by
applying published construction cost indexes
to the acquisition prices of the build
For older buildings, current estimated con-
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struction oost to obtain equivalent floor
space was used.

Replacement cost of sales was estimated
through adjustment of historical costs for
the approximate three-month time lag be~
tween incurring Iinventory costs and thelr
subsequent conversion Into sales revenues.
Average production costs increased by ap-
proximately 1 percent a month during 1878.

Depreciation based on the replacement
cost of productive capacity has been esti-

wated on A straight-line basis using the
same estimates of useful life and salvage
value utilized In preparing the historical cost
financial statements. Average replacement
cost of productive capacity during the year,
exciusive of 1976 additions, was the basis
upon which depreciation expense was com-
puted; depreciation for current year addi-
tions is stated at historical cost.

All reéplacement cost amounts related to
toreign sssets have been initially calculated
\n the relevant foreign currency and then
transiated to U.S: dollars using year end
rates of exchange, Replacement cost amounts
related to foreign cost of sales and deprecia-
tion expense have been translated using
average annual rates of exchange.

Replacement cost Information required by
§210.3-17 15 as follows:

RULES AND REGULATIONS

on the Company’s current costs of operating
the business, § 210.3-17 does not require con-
slderation of these effects on assets and lia-
bilitles other than inventories and productive
capacity, The Company has not attempted
to quantify the total impact of infiation
and changeés In other econofic factors on
its business because of the many unresolved
conceptual problems involved in doing so.
Further, the above replacement cost infor-
mation standing alone does not recognize the
customary relationships between cost
changes and changes in selling prices, (Add
one of the following) :

(a) The Company has demonstrated over
the years an ability to adjust selling prices to
maintain profit margins. The Company is not
aware of any economic factors that would
prevent it from maintaining its histori-
cal customary relationships between cost
changes and changes in selling prices.
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(b) The Company has attempted over the
years to adjust selling prices to maintain
profit margins, Competitive conditions per-
mitting, the Company expects to modify its
selling prices to recognize future cobt
changes,

(c) Competitive and regulatory conditions
over the years have prevented the Company
from fully recognizing the eflects of cost
changes in its selling prices. Competitive and
regulatory conditions permitting, the Com-
pany will attempt In the future to modify its
selling prices to recognize cost changes.

(d) Although the Company will attempt
to modify its selling prices to recognize fu-
ture cost changes, competitive and regula
conditions may preclude its ability to do so.

The following table reconciles the histori-
cal cost amounts for which replacement cost
data are provided to the related totals shown

in the consolidated financial statements:

\[Dollars in thousands]

Property, plant
and equipment
(exolusive
of land)

Inventories

Accumnlated
depreciation

At Deo. 31, 1976:

Amounts for which roplacement cost data are provided .

$121,101
(7,405)
73,515

$56, 596
(1, 666)
14,815

Present value of future rentals for noncapitalized financing
leases as determined at incaption of the leases (deduction)
Assets and operations outside the North Amarican con-
tinent and the European economic community, at cost..

To%lal iw shown on the acoompanying consolidated balance
shee!

[Dotlars in thousands|

Replacement Historical
o8| cost
(unaudjted)

120, 360 187,211 0, 745

At Dec, 81, 1978:
Inventories:
Raw materials and supplies.
Work in process. . 2

Finished goods ...

[Dollars in thousands]

Cost of Sales

Other than
depreciation

Other
depreciation
Expense

Depreciation

Property, gl&nt and equipment

(excluding land):

Buildings

Machinery and equipment....
Leasehold improvements

For the year ended Dec. 31, 1976:

Amounts for which replacement cost data are provided ..

Substitution of deprociation expense on noncapltalized
fingneing leases for rental expense :

Amounts relatad to assets and operations outside the

North American continent and the European Economio

Community

$573,542
3,078

$10, 404
(X, 950)

$5,045
(687)

Accumulatad depreciation
Total: -t iSn T,

J _ve;}rmd«d Dee. 31, 1976:
0 S
¥ replacemant cost
ation aud $10,404 of

al coat depriciation .

424,000 383,146
lepreciption expense.

12,000 5,946

Ihe basic replacement cost data presented
sbove do not reflect any operating cost sav-
ings which may result from the replacement
of existing assets with assets of improved
technology. If the Company’'s productive
capacity were to be replaced In the manner
Assumed In the calculation of replacement
cost of existing productiyve capacity, many
coéts other than depreciation (e.g., direct
labor costs, repairs and msintenance, utility
and other Indirect costs) would be altered.
Although these expected cost changes cannot
be quantified with any predision, the cur-
rent level of operating costs other than de-
preciation would be reduced as a result of the
fechnological Improvements assumed in the
hypothetical replacement. In the opinion of
management, such operating cost efficiencies
(add one of the following) :

(2) Would be significant,

(b) Would not be significant.

(¢} Would substantially offset the addi-
;m:‘.!\l deprectation on a replgcement cost
DASLS,

(d) Would more thn offset the additional
depreciation on a replacement cost basts.

The replacement cost information pre-
sented above does not reflect all of the ef-
fects of Inflation and other economic factors

101, 900 6,001 2,777

478,518 15,445 8,036

[FR Doc.76-33002 Filed 11-17-76;8:45 am]

Title 19—Customs Duties

CHAPTER I—UNITED STATES CUSTOMS
S%I;VICE, DEPARTMENT OF THE TREAS-
U

[T.D, 76-324]

PART 112-—CARRIERS, CARTMEN, AND
LIGHTERMEN

PART 113—CUSTOMS BONDS
License and Termination of Bonds

On April 7, 1975, & notice of proposed
rulemaking was published in the FEDERAL
REeGIsTER (40 FR 15389) which proposed
to amend § 112.26 of the Customs Regu-
lations (18 CFR 112.26) pertaining to the
duration of the license of a customhouse
cartman or lighterman, and to add a new
provision, § 113.56 (19 CFR 113.56), per-
taining to the termination of the bond
required as a condition of the custom-
house cartage or lighterage license, the
Bond of Customs Cartman or Lighter-
man, Customs Form 3855.

The purpose of the changes is to pro-
vide a procedure by which the Bond of
Customs Cartman or Lighterman, Cus-
toms Form 3855, may be terminated and
to provide for the notification of the

cartman or lighterman when the termi-
nation is requested by the surety without
the consent of the principal (the cartman
or lighterman). The changes emphasize
that the Bond of Customs Cartman or
Lighterman, Customs Form 3855, is a re-
quirement for maintaining a custom-
house cartman'’s or lighterman’s license.,

Interested persons were given 30 days
from the date of publication of the notice
to submit relevant written data, views, or
arguments regarding the proposal. After
consideration of the comments received,
§ 113.56(b) has been revised (1) to per-
mit the surety to set the termination
date, and (2) to provide a specific proce-
dure for notifying the principal and the
district director of the intent of the
surety to terminate. Section 113.56(a)
has been modified by the addition of a
sentence to emphasize that the voluntary
termination by a cartman or lighterman
of his bond will result in the concurrent
termination of his license. In addition,
to facilitate the relicensing of cartmen
and lightermen whose licenses were ter-
minated because of the termination of
their bonds, a new paragraph (¢) has
been added to section 112.22 to provide
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for the waiver by the district director in
such cases of certain of the requirements
that would otherwise apply to applicants
for a license.

Accordingly, the proposed amend-
ments, with the changes described above,
are adopted as set forth below.

Effective date: These amendments
shall become effective December 20, 1976.

G. R. DICKERSON,
Acting Commissioner of Customs.

Approved: November 9, 1976.

JERRY THOMAS,
Under Secretary of the T'reasury.

Section 112.22 is amendad by adding a
new paragraph (c¢) to read as follows:

§ 112.22 Application for license.

- - * - -

(¢) Reapplication by ceriain termi-
nated licensees. Where the applicant for
a customhouse cartage or lighterage li-
cense has previously been issued such a
license and the license has been ter-
minated pursuant to §113.56 of this
chapter, the district director may waive
the filing of the items described in para-
graphs (a) (2) and (a) (3) of this section,
as well as the investigation described in
§ 112,23, provided the application is made
within 30 days of the effective date of the
termination of the previous license. Any
requirements waived by the district di-
rector under this paragraph will be
deemed to have been complied with for
purposes of § 112.24(b).

Section 112. 26 is revised to read as
follows:

§ 112.26 Duration of license.

A license issued in accordance with
this subpart shall remain in force and
effect until the license is suspended or re-
voked pursuant to § 112.30 or until the
required bond is terminated pursuant to
§ 113.56 of this chapter,

(R.S, 261, as amended, secs. 5561, 565, 624, 46
Stat. 742, as amended, 747, as amended, 7569
(19 U.S.C. 66, 1651, 1565, 1624) .)

Part 113 is amended by amending the
heading for Subpart F which appears be-
for § 113.51 and by adding a new § 113.56,
to read as follows:

Subpart F—Assessment of Damages and
ncellation or Termination of Bond

§ 113.56 Termination of Bond of Cus-
toms Cartman or Lighterman.

(a) Termination by cartman or light-
erman. A customhouse cartman or light-
erman may terminate the Bond of Cus-
toms Cartman or Lighterinan, Customs
Form 3855, by filing with the district di-
rector by whose office the hond was ap-
proved a request for termination. The
termination shall take effect on the date

requested if the date is subsequent to the .

date of receipt of the request. If no
termination date is requested or the
termination date requested is prior to
the date of receipt of the request, the

termination shall take effect on the date.

of receipt of the request by the district
director. If a new bond with good and
sufficient sureties is not furnished by the

RULES AND REGULATIONS

cartman or lighterman prior to the effec-
tive date of the termination of the pre-
vious bond, the customhouse cartman’s
or lighterman's license will terminate
concurrently with the bond.

(b) Termination by surety. A surety

may, with or without the consent of the
principal, terminate the Bond of Cus-
toms Cartman or Lighterman, Customs
Form 3855, on which it is obligated. The
surety shall provide reasonable notice to
both the district director by whose office
the bond was approved and the principal
of his intent to terminate. Such notice
shall contain the date on which the
termination shall be effective and shall
be sent by certified mail, with a return
receipt tequested. If a new bond with
good and sufficient sureties is not fur-
nished by the cartman or lighterman
prior to the effective date of the termi-
nation of the previous bond, the cus-
tomhouse cartman’s or lighterman’s li-
cense will terminate concurrently with
the bond.
(R.S. 251, as amended, secs. 551, 565, 623,
624, 46 Stat. 742, as amended, 747, as
amended, 759, as amended (19 U.S.C, 66,
1561, 1665, 1623, 1624).)

[FR Doc.76-384113 Filed 11-17-76;8:45 am)

Title 28— Judicial Administration
CHAPTER I—DEPARTMENT OF JUSTICE

PART 19—REGULATIONS RELATING TO
THE LEAA IMPLEMENTATION OF THE
l:g IONAL ENVIRONMENTAL POLICY

Preparation of Environmental Impact
Sta ment

Notice is hereby given of the following
amendments to LEAA’s regulations im-~
plementing the National Environmental
Policy Act (N.EP.A.) found at 28 CFR
Part 19. The proposed amendments were
first published in the FEDERAL REGISTER
on December 3, 1975. LEAA received com-
ments and the proposed amendments
were then circulated through the A-85
clearance process.

The amendments which bring the
regulations into accordance with statu-
tory amendments of N.EP.A. read as
follows:

§19.10 [Amended]

1. In § 19.10(b) after the sentence “In
some cases draft Environmental Impact
Statements will be prepared by private
consultants” insert the following:

L3 - - * *

(b) = * * Ordinarily, with pro-
grams or projects funded under Part C
and E block grant awards, draft En-
vironmental Impact Statements will be
prepared by a State agency or official.
For programs or projects which are
funded by discretionary grant awards,
the State agency or offieial may be re-
quested by LEAA to prepare the draft
environmental impact statement. Such
State agency or official should have state-
wide jurisdiction and responsibility for
the program or project. In such cases
the responsible LEAA official will furnish
guidance, participate in the preparation
of the statement, and will independently

evaluate the statement prior to its ap-
proval and adoption. On statements
prepared after January 1, 1976, the re-
sponsible LEAA official will provide early
notification to, and solicit the views of,
any other State or any Federal land
management entity of any program or

‘project which may have a significant

impact upon such State or affected Fed-
eral land m ent entity. If there is
any disagreement on thé impact of the
program or project, the responsible
LEAA official will prepare a written as-
sessment of such impaect and views for
incorporation into the final state-
ment .- & »

2. Revise the last sentence of §
(b) as follows:

(b) * * *1Inall cases LEAA will make
its own evaluation of the environmental
issues and take responsibility for the
scope, objectivity, and content of the
draft and . final Environmental Impact
Statements.

A technical amendment is also being
submitted. In 28 CFR 19.8, Designation
of Responsible Officials, paragraph (d)
dealing with designation of a responsible
official in the Office of National Priority
Programs should be omitted. Due to

§19.10

_ administrative reorganization, the Office

of National Priority Programs is no
longer in existence.

RicuEArRD W. VELDE
Administrator

|FR Doc.76-34107 Filed 11-17-76,8:45 an

Title 40—Protection of Environment

CHAPTER I—ENVIRONMENTAL
PROTECTION AGENCY

SUBCHAPTER C—AIR PROGRAMS
[FRL 643-1]

PART 52—APPROVAL AND PROMULGA-
TION OF IMPLEMENTATION PLANS

Revision to New Jersey State
Implementation

This notice announces approval by the
Environmental Protection Agency (EPA)
of a revision to the New Jersey State Im-
plementation - Plan. The revision incor-
porates into the plan modifications and
additions to section 7:27-8.1 et seq,
“Permits and Certificates,” of the New
Jersey Administrative Code.

The revision was proposed by New Jer-
sey on June 8, 1976 and announced in the
FEDERAL REGISTER on August 19, 1976 «41
FR 35095) . In the August 19, 1976 notic
EPA described in detail the proposed rL-
vision and also established a 30-day pe-
riod for receipt of comments from the
public on whether or not this revision
should be approved. No comments-were
received.

In general, the proposed revision ac-
complishes the following:

1. It slightly modiftes the definition of
“particles” and “stack or chimney” as
found in Subsection 8.1, “Definitions.”

2. It adds definitigns for “alteration,
“equivalent stack diameter” and “stack
diameter” to Subsection 8.1. i

3. It modifies the wording found ai
subparagraph (a) (5) (ii) of Subsection
8.2, “Permits and Certificates Required.’
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4. It modifies the wording found at sub-
paragraph (e) of Subsection 8.3, “Gen-
eral Provisions."”

EPA has found no reason to change its

preliminary determination that this re-
vision should be included as part of the
New Jersey State Implementation Plan.

Effective date: This revision to the New
Jersey State Implementation Plan be-
comes effective on December 20, 1976.

(42 U.8.C. 1867¢c-6 and g.)
Dated: November 12, 1976.

JOHN QUARLES,
Acting Administrator,
Environmental Protection Agency.

Part 52 of Chapter I, Title 40, Code of
Federal Regulations is amended as fol-
lows:

Subpart FF—New Jersey

1. In §52.1570, paragraph (c¢) is
amended by adding a new subparagraph
(14) as follows:

§52.1570 Identification of plan.

* - - - -

(c) Supplemental information was
submitted on:

* = - » £

(14) Revision to the Permits and Cer-
tificates regulation of the New Jersey Air
Pollution Control Code, N.J.A.C. T7:27-
8.1 et seq., submitted on June 8, 1976 by
the New Jersey Department of Environ-
mental Protection. {

|FR Doc.76-330865 Filed 11-17-76;8:45 am]

|FRL 645-5]

PART 406—GRAIN MILLS POINT SOURCE
CATEGORY

Subpart A—Corn Wet Milling Subcategory
NeEw SOURCE PERFORMANCE STANDARDS

Notice is hereby given that the Envi-
ronmental Protection Agency (EPA) is
amending 40 CFR 406.15, the new source
performance standards for the corn wet
milling subcategory (Subpart A) of the
Grain Mills Point Source Category, 40
CFR Part 408.

40 CFR Part 406 was promulgated on
March 20, 1974, (39 FR 10515) pursuant
to section 306(b) of the Federal Water
Pollution Control Act as amended, 33
US.C. 1316(b), 86 Stat. 816 ct seq.,
Pub. L, 92-500.

The change being made is to the limi-
tation on the discharge of total sus-
pended solids (TSS) found in § 406.15.

This amendment of the new source
standards follows the decision issued by
the Court of Appeals for the Eighth Cir-
cuit on August 18, 1976, in the case of
CPC International Inc., et al. v. Russell
E. Train, et al., No. 74-1448. In the opin-
ion, the Eighth Circuit affirmed EPA’s
new source performance standards in all

RULES AND REGULATIONS

respects save one. The Court, after re-
viewing available operating data from the
biological and multimedia filter system
at the Clinton Corn Processing Company
in Clinton, Iowa, among other sources of
information, determined that although
BODS could be removed to the 20 pounds
per day level set by EPA, total suspended
solids (TSS) could not be removed to at-
tain a more stringent level of 10 pounds
per day. The Court made its own assess-
ment of the data and determined that
the appropriate limit should be 25 pounds
per day of total suspended solids on a
monthly average. That assessment is set
forth below:

On remand therefore, the EPA may adopt
a new source standard of a maximum aver-
age of dally effluent levels for thirty consecu-
tive days of 20 pounds of BODS and 25 pounds
of TSS per MSBu and & maximum dally
effiuent level of 60 pounds of BODS5 and 75
pounds of TSS per MSBu. We urge it to do so.

We remand to the EPA with directions to it
to revise the TSS standard to 25 pounds per
MSBu or to compile additional evidence to
support a lower standard. If the EPA decides
to present a lower TSS standard we retain
jurisdiction and direct the administrative
process be completed in sixty days.

The issue of the appropriate suspended
solids standards has been subjected to
protracted controversy and litigation.
Rather than gather additional evidence
which might support a more stringent
standard than the 25 pounds standard
and thereby protract the rulemaking
even more, the Agency has determined
that the 25 pounds supported by the
present record is an appropriate stand-
ard. It is therefore in the public interest
to proceed with this alternative indicated
in the 8th Circuit Court’s opinion.

In view of the sixty day period for ac-
tion set by the Court and in view of the
fact that no additional data are being
assessed as the basis for this amendment,
the Agency is dispensing with a notice
of proposed rulemaking prior to this
amendment.

In accordance with the above opinion,
the new source standards for the cormn
wet milling subcategory of the grain mills
point source category (40 CFR 406.15)
(Subpart A), are amended as set forth
below and are effective on November 18,
1976.

Dated: November 12, 1976.

JOHN QUARLES,
Acting Administrator.

40 CFR Part 406 is amended by revis-
ing Subpart A, § 406.15 to read as follows:

§ 406.15 Standards of performance for
new sources,

The following standards of perform-
ance establish the guantity or quality of
pollutants or pollutant properties, con~
trolled by this section, which may be dis-
charged by a new source subject to the
provisions of this subpart:

50823

EfMuent limitations (Metric units—
kilograms per 1,000 kg of corn)

Efftuent
charseteristic

Average of daily

Maximum for values for 30
any 1 day consecutive days
shall not :-xu.'ed
BODS... ... ... 1.08 0.36
3 s R 35 45

L
L R SO T M M

(English units—pounds per 1,000
stdbu of corn)

60 20
75 25

! Within the range of 6.0 to 9.0.
[FR Doec.76-33967 Filed 11-17-76;8:45 am |

Title 41—Public Contracts and Property
Management

CHAPTER 9—ENERGY RESEARCH AND
DEVELOPMENT ADMINISTRATION

[ERDA-PR TEMPORARY REGULATION
NO. 23)

PART 9-3—PROCUREMENT BY
NEGOTIATION

- Cost Accounting Standards, Filing of
Disclosure Statements

NoveEMBER 10, 1976.

1. Purpose. This regulation supersedes
ERDA-PR Temporary Regulation No.
14, dated January 12, 1976, same subject
and provides a new Cost Accounting
Standards Solicitation Notice.

The Cost Accounting Standards Board
revised its regulations to provide for the
filing of a Disclosure Statement by any
company which, together with its sub-
sidiaries:

(a) received net awards of negotiated
national defense prime contracts subject
to cost accounting standards totaling
more than $10 million in either fiscal
year 1974 or 1975. Effective January 1,
1976, contracts subject to cost account-
ing standards requirements may not be
awarded to companies meeting this re-
vised requirement unless they have filed
a Disclosure Statement or a post-award
submission has been authorized in ac-
cordance with FPR 1-3.1203(d).

(b) received net awards of negotiated
national defense prime contracts and
subcontracts subject to cost accounting
standards totaling more than $10 mil-
lion in Federal Fiscal Year 1976, or which
receives such awards in. any subse-
quent Federal Fiscal Year. A completed
Disclosure Statement must be submitted
by March 31, of the year following the
Federal Fiscal Year in which the thresh-
old was met. Effective March 31 of the
year following the Federal Fiscal Year
in which the threshold was met, con-
tracts subject to cost accounting stand-
ards requirements may not be awarded
to companies meeting this revised re-
quirement unless they have filed a Dis-
closure Statement or a post award sub-
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mission has been authorized in sccord-
ance with FPR 1-3.1203(d).

These revised filing requirements sup-
plement those previously established.
However, the Cost Accounting Stand-
ards Board has provided that any com-
pany which either has submitted or, by
reason of having received a covered
award, is obligated to submit a Disclo~

RULES AND REGULATIONS

sure Statement under previously effec-
tive filing requirements shall remain sub-
ject to the disclosure requirement so long
as the company has any contracts sub-
jeet to cost accounting standards. For
convenience, the following tabulation
summarizes the various CASB actions
regarding these requirements,

Threshold

Federal fiscal petiod (Giovernment contracts to be included in computation Amount Effectiye date
(millions)
Fiscal ypars : \
1970 .. . Net negotiated prime defense contracgts__ ... ......... c $30 Oct, 1, 972,
1972, 197. Defense prime contraets of the type subject to CAS_._ .. 10 Jan. 1, 1974,
1474, LOTH . Defonse prime contracts subject to CAS. ... ... 10 Jan. 1, 1976,
71 e S Defense prime contracts and subcontracts subject to 10 Mar. 31, 1977,
CAS. .
Following years.._..... Defense prime contracts and subcontracts subject to 10 March 31 follow-
CAS. ing liscal year,

(¢) In view of this revision of disclo-
sure filing requirements, the Cost Ac-
counting Standards Board =also has
amended paragraph 403.70¢a) of Stand-
ard 403 to state the applicable exemp-
tion explicitly rather than by cross ref-
erence to disclosure filing require-
ments. This is an editorial change only,
with no substantive effect on the exemp-
tion.

2. E flective date: This regulation is ef-
fective November 18, 1976.

3. Expiration date: This regulation
will remain in effect until the Federal
Procurement Regulations are updated to
incorporate the referenced changes to
the Cost Accounting Standards Board
regulations,

4. In §9-3.1203, add paragraphs (a)
(3) and (b), as follows:

§9-3.1203 Applicability of cost ac-
counting standards and prime con-
tractor disclosure statement(s).

(a) Solicitation notice.* * *

(3) Notice for solicitations. Insert the
following notice in all solicitations which
are likely to result in a negotiated con-
tract exceeding $100,000 unless the pro-
curement is exempted under FPR 1-
3.1203 (a) (1) or (a) (2):

DISCLOSURE STATEMENT—CO0ST ACCOUNTING
PRACTICES AND CERTIFICATION

Any contract in excess of $100,000 result-
fng from this solicitation except (1) when
the price negotiated 1s based on (a) estab-
lished catalog or market prices of commer-
cial items soid in substantial guantities fo
the general public, or (b) prices set by law
or regulation .or (2) contracts which are
otherwise exempt (sée 4 CFR 331.30(b) and
FPR §1-3.1203(a)(2)) shaill be subject to
the requirements of the Cost Accounting
Standards Board. Any offeror submitting a
proposal, which, if accepted, will result in
a contract subject to the requirements of
the Cost Accounting Standards Board must,
as & condition of contracting, submit a Dis-
closure Statement as required by regula-
tions of the Board. The Disclosure Statement
must be submitted as a pert of the offeror's
proposal under this solicitation (see (1)
below) unless (i) the offeror, together with
all divisions, subsidiaries, and affiliates under
common control, did not receive net awards
exceeding the monetary exemption for dis-
closure as established by the Cost Accounting

Standards Board (see (II) below): (ii) the

offeror exceeded the monetary exemption in
the Federal Fiscal Year Immediately preced-
ing the year in which this proposal was sub-
mitted but, in sccordance with the regula-
tions of the Cost Accounting Standards
Board, 1s not yet required to submit a Dis-
closure Statement (see (III) below);, (iii)
the offeror has already submitted a Disclo-
sure Statement disclosing the practices used
in connection with the pricing of this pro-
posal (see (IV) below); or (iv) post award
submission has been authorized by the Con-
tracting Officer. See 4 CFR 351.70 for submis-
sion of a copy of the Disclosure Statement to
the Cost Accounting Standards Board.

CAUTION: A practice disclosed in a Dis-
closure Statement shall not, by virtue of
such disclosure, be deemed to be a proper,
approved, or agreed to practice for pricing
proposals or accumulating and reporting
contract performance cost data.

Check the appropriate box below:

[ I. CERTIFICATE OF CONCURRENT SUBMISSION
OF DISCLOSURE STATEMENT (8)

The offeror hereby certifies that he has sub-
mitted, as & part of his propcsal under this
solicitation, copies of the Disclosure State-
ment(s) as follows: (1) original and one copy
to the cognizant Contracting Officer; and (ii)
one copy to the cognizant contract auditor.

Date of Disclosure Statement(s) :

Name(s) and Address(es) of Cognizant
Contracting Officer(s) where filed:

The offeror further certifies that practices
used in estimating costs in pricing this pro-
posal are consistent with the cost accounting
practices disclosed in the Disclosure State-
ment(s).

[0 II. CERTIFICATE OF MONETARY EXEMPTION

The offeror hereby certifies that he, to-
gether” with all divisions, subsidiaries and
affiliates under common control did not re-
celve net awards of negotiated national de-
fense prime contracts totaling $30 million or
more during Federal fiscal year 1871; and did
not receive nat awards of negotiated national
defense prime contracts subject to Cost Ac-
counting Standards totaling more than 810
million in any of the Federal fiscal years 1972,
1973, 1974, or 1975; and net awards of negoti-
ated national defense prime contracts and
subcontracts subject to Cost Accounting
Standards totalling more than $10 million
in Federal fiscal year 1876, or in any sub-
sequent Federal fiscal year preceding the year
in which this proposal was submitted. |

CAUTION: Offerors who submitted or who
currently ars obligated to submit a Disclosure
Statement under the filing threshold estab-
lished by the Cost Accounting Standards
Board for a Federal fiscal year prior to the

one immediately preceding the year in which
this proposal was submittéd may be eligible
to claim this exemption if they have received
notification of final acceptance of all deliver-
able items on all their prime contracts and
subcontracts containing the Cost Accounting
Standards clause.

[] TII. CERTIFICATE OF INTERIM EXEMPTION

The offeror hereby certifies that (1) he
first exceeded the monetary exemption for
disclosure, as defined in (II) above, in the
Federal Fiscal Year immediately preceding
the year in which this proposal was sub-
mitted, and (11) in accordance with the regu-
lations of the Cost Accounting Standards
Board (4 CFR 35140(f)), he is not yet re-
quired to submit a Disclosure Statement, The
offeror further certifies that if an award re-
sulting from this proposal has not been made
by March 31 of the current Federal Fiscal
Year, he will immediately submit a revised
certificate to the Contracting Oificer, in the
form specified under (I) above or (IV) below
as appropriate, to, verify his submission of a
completed Disclosure Statement.

CAUTION: Offerors may not claim this ex-
emption if they are currently required to
disclose because they exceeded monetary
thresholds in Federal Fiscal Years prior to
fiscal year 1876. Further, the exemption
applies only in connection with proposals
submitted prior to March 31 of the year {m-
mediately following the Federal Fiscal Year
in which the monetary exemption was ex-
ceeded. -

IV. CERTIFICATE OF PREVIOUSLY SUBMITTED
DISCLOSURE STATEMENT(S)

The offeror hereby certifies that the Dis-
closure Statement(s) were filed as follows

Date of Disclosure Statement(s):

Name(s) and Address(es) of Cognleant
Contracting Officér(s) where filed:

The offeror further certifies that practices
used in estimating costs in pricing this pro-
posal are consistent with the oost accounting
practices disciosed in the Disclosure State-

‘ment(s).

(b) Preaward submission of Disclosure
Statement(s). Unless the procurement
is exempted under § 1-3.1203(a) (1) or
(2), each offeror submitting an offer
which could result in a negotiated con-
tract exceeding $100,000 shall furnish
copies of his Disclosure Statements to
the offices listed in § 1-3.1203(c) concur-
rently with the submission of his pro-
posal to the contracting officer, except
when the offeror has executed the Certifi-
cate of Monetary Exemption Certificate
of Interim Exemption, or the Certificate
of Previously Submitted Disclosure
Statement (see § 9-3.1203(a) (3)). More
than one Disclosure Statement may be
required in connection with the award of
a contract (see 4 CFR 351.40(a)). Award
of a contract shall not be made until a
determination has been made by the con-
tracting officer or‘his authorized repre-
sentative that a Disclosure Statement is
adequate (see § 1-3.1205(b)), unless, in
order to protect the interests of the
Government the contracting officer
waives this requirement. In this event, 2
determination shall be made as soon
after award as possible.

(Sec. 105, Energy Reorganization Act of 1974
(Pub. L. 93-438) )
M. J. TASHJIAN,
Director of Procurement.

[FR Doc.76-33928 Filed 11-17-76;8:45 am]
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