H. J. HEINZ COMPANY 

The following footnote appeared in the 1992 annual report of the H. J. Heinz Company.

Income Taxes

  During 1992 the company adopted FAS No. 109, "Accounting for Income Taxes."  The statement requires the use of the asset and liability approach for financial accounting and reporting for income taxes.  Financial statements for prior years have not been restated and the cumulative effect of the accounting change was not material.

The following table summarizes the provision for U.S. federal and U.S. possessions, state and foreign taxes on income.

(Dollars in thousands)     
1992


1991


1990
Current: 




U.S. federal and U.S. 

 

Possessions

$197,287 

$153,912

$140,299
State   



    48,001

    29,654

    29,171

Foreign   


  178,057

  113,158

    99,588

Total


  423,335

  296,724

  269,058
Deferred:


   

U.S. federal and U.S.

    possessions 


   (6,979) 

    (9,319)

    15,121

State 



     2,508

      3,936

      1,812

Foreign 


 (72,824) 

    43,673

    20,988
    Total


 (77,295) 

    38,290

     37,921
Total tax provision

$346,050

$335,014

$306,979

Income before income taxes:

Domestic.......  
$643.396  

$480,762  

$504,435 

Foreign  ........   
  340,949    

  422,251    

  306,995 

Total ..............  

$984.345   

$903,013   

$811,430

  Tax expense resulting from allocating certain tax benefits directly to additional capital totaled $41.4 million in 1992, $44.9 million in 1991, and $16.0 million in 1990.

The differences between the U.S. federal statutory rate and the company's effective rate are as follows:

1992   


1991   


1990

U.S. federal statutory tax rate .....      
34.0% 


34.0% 


34.0% 

Tax on income of foreign subsidiaries    --         

   1.5     

  2.0 

Tax on income of U.S. possessions

  subsidiaries  ................   

  (1.0)  


   (0.6)    

  (1.4) 

State income taxes (net of U.S. federal

  income lax benefit) ...........   
    3.4   

     2.5    

    7.6 

Other ......................  


   (1.2)  

    (0.3)   

    0.6
Consolidated effective tax rate  ....       35.2%  

   37.1% 

 37.8%

  The deferred tax assets and deferred tax liabilities recorded on the balance sheet as of April 29. 1992. are as follows:

Deferred Tax Assets
Deferred Tax Liabilities 

Depreciation/amortization 



---



$234,273

Benefit plans 



       

$  13,545


    61,267

Asset revaluations   




  189,924


     ----



Provision for estimated expenses 


    37,793  


     ----

Operating loss carry-forwards


                37,415


     ----

Other






  112,160


  107,337







  390,837


   402,877

Valuation allowance




  139,976


      ----   
Total ................    




$250.X61        


$402.877

  Net operating loss carry-forwards total $89.0 million in 1992.  Of that amount, $41.1 million expire between 1993 and 1999; the other $47.9 million carry-forwards do not expire. Foreign tax credit carry-forwards total $11.0 million and expire through 1997.

  Deferred taxes for 1991 and 1990 resulted principally from depreciation, amortization of certain intangibles and benefit plans.

  The company's consolidated United States income tax returns have been audited by the Internal Revenue Service for 311 years through 1987.

  Undistributed earnings of foreign subsidiaries considered to be reinvested indefinitely amounted to %840.7 million at April 29, 19L)1,.

  In June 1991 Heinz's Italian affiliate, PLADA, elected to revalue certain assets for tax purposes as a result of legislation enacted by the Italian parliament. The revaluation requires payment of approximately $75 million over two years in exchange for approximately $ 180 million of future tax benefits that the company estimates may be realized in fiscal years IC)93 through 1997. One installment payment was made in 1991- for approximately $45 million. The remaining payment is due in 1993.

Questions

1. Heinz never did adopt SFAS 96, yet the company adopted SFAS /09 immediately after it was issued. Why do you think Heinz management responded so differently to these two new tax accounting standards? 

2. What effect did the company's adoption of SFAS 109 have on it's: 1992 net income? 

3. What amount would Heinz report in its 1992 income statement for tax expense?  What journal entry would be required?

4. In the table that summarizes the provision for taxes on income, the numbers shown as "current" are 'all positive, yet for those that are "deferred," some are positive and some are negative. Explain.

5. What does the company's "consolidated effective tax rate" of 35.2 percent for 1992 represent?

6. Explain the $234.273 shown for depreciation/ amortization, the $189,924 shown for asset revaluations, the $37.793 shown for provision for estimated expenses, and the $139,976 shown for valuation allowance in the table that presents deferred tax assets and deferred tax liabilities.

7. What is the significance of the $840.7 million reported as being indefinitely reinvested in foreign subsidiaries?

This case was prepared by E. Richard Brownlee II. Copyright 1993 by the Darden Graduate School of Business Administration Sponsors, University of Virginia, Charlottesville.

Let’s update this for 2001

Go to the Heinz web page and access its annual report or go to Edgar and find the form 10K. . (http://www.heinz.com/jsp/financial.jsp)  Warning:  Heinz makes a PDF version of the annual report available.  That makes it a bit more painful to find the information.  Find footnote 5 (income taxes) and answer the questions above that are still relevant given the current data. 

