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Instructional Case: Cray Research, Inc

ssues in Accounting Educats

ABSTRACT: This case exam

‘e spin-off of Cray Computer Corporation

(CCC) by Cray Research, Inc. (CRI). The details of the spin-off are examined
carefuly. Possible motivations are discussed, as well as the extent to which the
improvement in CRI's 1990 earnings signals a true recovery. In addtion, stu
dents must evaluate whether shareholders gained o lost from the spin-off. Fi
nally, the financial statements of CCC provide an excellent example of the re-
porting requirements for development stage enterprises.

y Research, Inc. (CRI) was
Gt .97 Cals e
is the development and marketing of
supercomputers. As of 1989, CRI has in-
stalled 76 percent of the known super
computers worldwide. Cray has been a
strong performer over the years, though,
as is often the case in a growth company,
no dividends have been paid. The
founder of the company, Seymour Cray,
is known as a virtual genius in the com.
puter industry. However, since his
strength is research and development,
sustained growth has resulted in the
employment of professional managers
led by John Rollwagen, CEO.

As of 1989, products of CRI include
the CRAY Y-MP Series, the CRAY X-MP
EA Series and the CRAY-2 Series, as well
as peripheral equipment and software.
CRI offers its systems for sale or lease
to customers in North America, South
America, Western Europe, Australia, the
Middle East and the Far East. Sales in
clude some leases which qualify as
sales-type leases. Operating lease terms
are generally one to three years. Unfilled
contracts equaled $270 million as of De-
cember 31, 1988 and $330 million as of
December 31, 1989,
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CRI has sustained a significant com
mitment to research and development

pledging about 15 percent of revenue
toward these activities. Two major R&D
products are under development as of
carly 1989: the CRAY Y-MP C90 and the
CRAY-3. The CRAY Y-MP C90, billed as
the world's most powerful vector com

puter system, has been designed with
16 CPUs with a peak speed of 16
gigaflops (16 billion calculations per sec-

ond). The CRAY-3, Seymour Cray’s lat-

est project, has been designed with
revolutionary gallium arsenide chips,
which are so fragile and minute they re-
quire special robotics handling equip-
ment. The CRAY-3 and the C-90 are ex-
pected to have similar performance,
even though they use different architec:
tures. However, the gallium arsenide
chips have been estimated to be perhaps
20 times faster than current silicon cir-
cuits, which could provide a substantial
technological advantage. On the other
hand, the C-90 offers more immediate
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