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sy ABSTRACT: Th bfcveof i case sy o st ecrmiconse

quences that may resultfrom mandated changes in generally accepted account
ing practice. The case provides a forum to evaluate the operational and financia
statement impact of SFAS No. 94 on companies with unconsolidated financial
subsidiaries in general, and the Ford Motor Company in particular. Using ex:
cerpts from Ford's 1984 profit sharing agreement with the UAW, students are
asked to estimate the potential economic cost of the new standard to the com-
pany. Students become aware that while the financial statement corsequences
of changes in GAAP can be quite dramatic, a change per se need not have
implications for firm value unless there are direct or indirect cash flow conse-
quences of the type implied by Ford's prolfit sharing agreemen.
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BACKGROUND 232 submissions were received in re
N October, 1987, the Financial Ac sponse to the ED and, of 63.4%
counting Standards Board issued  lobbied against the standard. Reasons
Statement No. 94: Consolidation of ~for these reactions are considered else-

All Majority-Owned Subsidiaries. The
standard resulted primarily from disclo
sure concerns regarding the traditional
practice of nonfinancial companies not
consolidating their “financial” subsidiar-
ies, broadly defined to include finance,
insurance, banking and real estate sub
idiaries. Prior to the adoption of SFAS
No. 94, generally accepted accounting
practice permitted parent companies to
use the equity method for reporting in
vestments in these subsidiaries.! How.
ever, for financial periods ending after
December 16, 1988, the new standard
required that, with few exceptions, the
financial statements of all majority
owned subsidiaries be consolidated
with those of the parent company.

The exposure draft (ED) that pre
ceded SFAS No. 94 provoked strong re-
action from the corporate sector. Over

where (Mian and Smith 1990), but fore-
most among them was the potential fi-
nancial statement impact of the new re.
quired reporting. Exhibit 1 presents ex
cerpts of the views submitted to the
FASB by the Ford Motor Company. Like
many large manufacturing companies,
Ford chose not to consolidate its
nonhomogensous operations, principally
the Ford Motor Credit Company and
First Nationwide Financial Corporation.

‘Accounting Research Bulletin No. 51 permitted
parent companies to equity account for
nonhomogeneous operaticns if nonconsolida:
tion would provide a more meaningful presen.
tation of the entitys financial results.

Greg Whittred is at the University of
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